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1 (9:05am.) 1 MS. PERRY:
2 JANUARY 15, 2013 2 A. Yes | can. No executive or manager would
3 CHAIRMAN: 3 earn anything more if the return on equity was
4 Q. Beforewe start, | think there’ s a preliminary 4 set at 10.4 percent. Newfoundland Power's
5 matter we got to deal with, Madam Solicitor. 5 senior management salaries and benefits are
6 MS. GLYNN: 6 established relativeto market benchmarks.
7 Q. It'sjust ahousekeeping item, Mr. Chairman. 7 These benchmarks do not consider the company’s
8 Order No. PU 432009, which isthe last GRA 8 alowed or earned returns on equity. The only
9 Order, we are going to enter that as a consent 9 part of Newfoundland Power’ s senior management
10 exhibit. 10 compensation program which relates to return
11 CHAIRMAN: 11 on equity isthe earnings target used for the
12 Q. | believewe're back to Madam Perry, Mr. 12 short term incentive for the sTi planned. The
13 Kelly, and | believe you are in charge. 13 earnings target used for sTI purposes by the
14 KELLY, Q.C: 14 company has always reflected the regulated
15 Q. Thank you, Mr. Chairman. 15 return on equity approved from time to time by
16 CHAIRMAN: 16 thisBoard. If Newfoundland Power achieves
17 Q. Insofar asanybody isever in charge. 17 the regulated return on equity approved by the
18 MS. JOCELYN PERRY - EXAMINATION BY KELLY, Q.C.: 18 Board, then its executives and managers will
19 Q. | assume | only speak for this piece. 19 achieve 100 percent of the target for earnings
20 Ultimately, the control isin the Board. Mr. 20 within the sTI program. Establishing the
21 Chairman, there werea couple of questions 21 return on equity target for the sTi plan to
22 that arose thelast day with respect to 22 reflect the return on equity approved by the
23 executive compensation, so before | turn Ms. 23 Board recognizes that the return on equity
24 Perry over for cross-examination, I'm just 24 alowed by the Board by regulatory purposesis
25 going to go back and deal with those couple of 25 not a guaranteed return. The earnings target
Page 2 Page 4
1 questions. Ms. Perry, | understand you are 1 in the sTIplan exists to incent senior
2 the Vice President at Newfoundland Power who | 2 management to achieve the return on equity
3 has responsibility for human resource matters? 3 approved by the Board for rate making
4 MS. PERRY: 4 purposes. So if this Board approved
5 A Yes |am. 5 Newfoundland Power’ s proposed return on equity
6 KELLY,Q.C.: 6 of 10.4 percent for 2013, the company’s STI
7 Q. Andyou'refamiliar with the structure of the 7 earnings target will reflect a regulated
8 company’ s executive compensation program? 8 return on equity of 10.4 percent for 2013. If
9 MS. PERRY: 9 the company earns 10.4 percent return on
10 A. Yes, it'spart of my responsibility to prepare 10 equity, then the sTi plan would indicate that
11 the materials for Newfoundland Power’'sBoard |11 100 percent of the earningstarget has been
12 of Directors, which relate to compensation for 12 met. If on the other hand, the Board allows a
13 the company’ s executive. 13 return on equity for 2013 of 9.5 percent, then
14 KELLY, Q.C: 14 the earnings sTI earnings target will reflect
15 Q. Now there wasa question from the consumer 15 areturn on equity of 9.5 percent. If the
16 advocate. We'll find it on page 82 at lines 6 16 company earns 9.5 percent for 2013, then the
17 to 13 of thetranscript, and Mr. Ludlow was 17 sTI plan would indicate that 100 percent of
18 asked - page 82, if you'll go down alittle 18 the earnings target has been met. Sincethe
19 bit further. Thereyou go. Mr. Ludlow was 19 earnings target used in the sTi plan reflects
20 asked by the consumer advocate what it would 20 areturn on equity approved by the Board for
21 mean in terms of extra compensation for 21 regulatory purposes, senior management will be
22 executives and managersif the Board were to 22 no better or worse off if the Board wereto
23 alow the 10.4 percent return on equity 23 establish areturn on equity for rate making
24 proposed by Newfoundland Power in this 24 purposes of 10.4 percent, or some other
25 Application. Can you address that question? 25 amount. The Board permits only the target ST
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1 plan amount to beincluded inthe revenue 1 CHAIRMAN:
2 requirement. Any amounts paid in excess of 2 Q. Okay.
3 STl targets are effectively funded by the 3 MS. PERRY:
4 shareholder. 4  A. Asthevalue of the stock options.
5 KELLY, QC. 5 CHAIRMAN:
6 Q. Okay. Now next therewas a questionor a 6 Q. Sure, okay.
7 discussion that took place with the Chair of 7 KELLY, Q.C.
8 the Board. If wego to page 141, Chris, at 8 Q. Thank you, Mr. Chairman. The witness is
9 line 23 - there we go. There was adiscussion 9 available for cross-examination.
10 with Mr. Ludlow about the amount of executive |10 CHAIRMAN:
11 compensation which was paid for by therate 11 Q. Mr. Johnson, sir.
12 payers of Newfoundland Power. Do rate payers |12 MS.JOCELYN PERRY - EXAMINATION BY MR. JOHNSON:
13 fund the total compensation paid to 13 MR. JOHNSON:
14 Newfoundland Power executives? 14 Q. Ms. Perry, Newfoundland Power, I'm sure you're
15 MS. PERRY: 15 aware, would haveto go back quite awhile
16 A. No, they do not. At Newfoundland Power’s last 16 over its books to find ayear where it did not
17 general rate hearing in 2009, Karl Aboud of 17 earn its allowed return, correct?
18 HAY Group indicated that the company’s total 18 MS. PERRY:
19 compensation included four key components. 19 A. | think that's afair statement, yes.
20 That would be the salary, sT1, long term 20 MR. JOHNSON:
21 incentives, and benefits. It is Newfoundland 21 Q. AndI believe 1995, some 17/18 years ago would
22 Power’s total compensation which is 22 have been the last year, is that correct?
23 benchmarked to the 50th percentile of the 23 MS. PERRY:
24 Canadian commercia industrial group. 24 A. I'd haveto check that, but around that time.
25 Newfoundland Power’s rate payershave never |25 MR. JOHNSON:
Page 6 Page 8
1 paid the cost of Newfoundland Power’s 1 Q. Aroundthat time, and justto - if we could
2 executive' slong term incentives. The cost of 2 pull up CA-NP-381, inthat regard. Inthis
3 these incentives which arein theform of 3 question the company was asked in part, (a) to
4 options to buy common shares of FortisInc., 4 provide the allowed ROE and actual ROE earned
5 are borne by FortisInc. In 2011, the value 5 by Newfoundland Power since 1990. 1 takeit
6 of thesestock options were approximately 6 you probably would have had a hand in
7 160,000 for Mr. Ludlow, 53,000 for Mr. Smith, 7 preparing this response?
8 and 48,000 for each of myself and Mr. Alteen. 8 MS. PERRY:
9 Given that FortisInc. contributesto this 9 A. Yes, I've seen thisresponse.
10 extent, itis clear that the company’srate 10 MR. JOHNSON:
11 payers do not fund the total compensation paid 11 Q. Canyou confirm for the record that this would
12 to Newfoundland Power’s executives. This 12 indicate that in each and every year since
13 level of shareholder contributions to 13 1996, Newfoundland Power has earned greater
14 executive compensation is consistent with that 14 than its allowed ROE?
15 which has existed for Newfoundland Power for |15 MS. PERRY:
16 well over adecade. 16  A. | canconfirm that Newfoundland Power has
17 KELLY, Q.C.: 17 earned within itsallowed rangeof return,
18 Q. Thank you, Ms. Perry. Does that conclude your |18 yes, since 1995.
19 additional testimony? 19 MR. JOHNSON:
20 MS. PERRY: 20 Q. Okay, but thereis anactua - there's an
21 A. Yes, it does. 21 alowed and an actual column, and would you -
22 CHAIRMAN: 22 you wouldn’t take exception that since 1996
23 Q. But those were dollars, not shares? 23 the actual ROE hasbeen in excessof the
24 MS. PERRY: 24 allowed ROE because it’s stated there and it’s
25 A. That'sdollars, that’'sdollars. 25 obvious?
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1 MS. PERRY: 1 base over the last several years?
2 A Yes | would agree. I'mjust saying that - 2 MS. PERRY:
3 but the actual ROE's arewithin the allowed 3 A. I'mnotsurel understand your question, Mr.
4 range of return for Newfoundland Power. 4 Johnson.
5 MR. JOHNSON: 5 MR. JOHNSON:
6 Q. Right, and if we could turn up Grant 6 Q. If wecould go to page 21 of the Grant
7 Thornton’ s report, the financial consultant’s 7 Thornton report. Grant Thornton - if we could
8 report that was prepared for the Board and 8 go even a little bit further, so we can see
9 reviewed this Application. |1 believe that 9 the years on the bottom. Grant Thornton has
10 would be Consent # 2, in particular, page 19. 10 graphed - provides a graphic illustration on
11 MS. GLYNN: 11 the return on average common equity and
12 Q. If you'll go under the Board expert evidence, 12 average rate base over the period from 2007 to
13 Chris, expert evidencefor - thereyou go. 13 20147
14 What was the page reference again, Tom, Mr. 14 MS. PERRY:
15 Johnson? 15 A. Yes, | seethat.
16 MR. JOHNSON: 16 MR. JOHNSON:
17 Q. Pagelo. 17 Q. Andwhat I’'m bringing your attention to, and
18 MR. KIRBY: 18 for those who arelooking at the computer
19 Q. 19 19 generated, isthat the pink line isthe return
20 (9:15am.) 20 on average rate base and the blue lineisthe
21 MR. JOHNSON: 21 return on average common equity. The
22 Q. Andjust scroll down alittle bit further. 22 proposition I’'m putting to you is that your
23 I’'m just bringing your attention to the 23 proposed or your company’s proposed ROE for
24 section on return on rate base, lines 21 to 24 2013 and 2014 are out of line with the spreads
25 28, and in particular the chart which shows 25 that we have seen over thelast - well, to
Page 10 Page 12
1 the actual return on average rate base, the 1 2007 in thistable. Would you agree with
2 upper end of the range set by the Board, the 2 that?
3 lower end of the range, and so since this 3 MS. PERRY:
4 Board heard the last GRA in 2009, the company 4 A lwill agree that the differenceis more.
5 has earned above the midpoint of the range of 5 However, the 2013 and 2014 isbased onthe
6 return on rate base in 2010, right? 6 proposed 10.4 that we've put forward in this
7 MS. PERRY: 7 Application. | mean, every so many number of
8 A. Yes, thatiscorrect. 8 years Newfoundland Power evaluates all their
9 MR. JOHNSON: 9 costsand cost of capital is one of those
10 Q. Andthey earned - the company earned to the 10 costs that we evaluate.
11 upper limit in 2011? 11 MR. JOHNSON:
12 MS. PERRY: 12 Q. Butthere'd beno doubt that if thisBoard
13 A. Thatiscorrect. 13 were to accede to the company’srequest of a
14 MR. JOHNSON: 14 10.4 percent return on common equity in 2013
15 Q. So8.14ina rangeof 7.78t0 8.14, and the 15 and higher again in 2014, that thiswould be
16 company’s expected to earn again within the 16 the result of the spreads between the return
17 rangein 2012? 17 on rate base and return on equity?
18 MS. PERRY: 18 MS. PERRY:
19 A. Yes, that iscorrect. 19 A. Yes, that iscorrect.
20 MR. JOHNSON: 20 MR. JOHNSON:
21 Q. And, Ms. Perry, would you agree with me that 21 Q. Andbased onthis graphic presentation, if
22 Newfoundland Power’s proposed 2013 and 2014 22 that result were to happen, it would produce
23 return on equity of 10.4 and 10.5 are out of 23 an anomalous result relative to what we've
24 linewith the spreads between Newfoundland 24 seen since 2007?
25 Power’ s return on equity and return on rate 25 MS. PERRY:
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1 A, I'mnotsurel’ddescribeit assuch. It'sa 1 the proposal that we' ve put forth has been put
2 factor of how out rate base is growing and the 2 forth from expert witnesses, and it’sin line
3 mathematical difference, shall | say, between 3 with maintaining Newfoundland Power’s
4 rate of return on rate base and return on 4 financial integrity, and that’s good for
5 average common equity, but, you know, what we | 5 customers.
6 are here to deliberate is a fair and 6 MR. JOHNSON:
7 reasonable return on equity for Newfoundland 7 Q. Okay, and so part of itisdriven - part of
8 Power and what that translates into areturn 8 the fairness equation isdriven by the fact
9 on rate base, it will fall out from that. 9 that your expert witnesses have recommended
10 MR. JOHNSON: 10 the number, | takeit?
11 Q. Ms. Perry, the 10.4 percent request, and 10.5 11 MS. PERRY:
12 percent for 2014, you'll acknowledge that 12 A. Certainly, yes.
13 would be the highest in Canada. If you were 13 MR. JOHNSON:
14 given that, that would be the highest, right, 14 Q. And part of it isdriven by the fact that you
15 for aregulated utility? 15 think it putsyou - well, infact, in excess
16 MS. PERRY: 16 of where FortisBCis?
17  A. | believe so, and | would like to make a 17 MS. PERRY:
18 correction. The proposal was 10.4 percent for 18 A. No, the proposal was based certainly onthe
19 both 2013 and 2014. 19 expert’s proposal. That' sfirst and foremost.
20 MR. JOHNSON: 20 MR. JOHNSON:
21 Q. Okay, and Mr. Ludlow, in his evidence 21 Q. Okay, and what'sthetieinto FortisBC then?
22 indicated that - he stated that the ROE must 22 MS. PERRY:
23 be fair to Newfoundland Power and to the 23 A. I’'msimply saying that if | had to look across
24 customer. You were here when he said that? 24 the country and look a what other
25 MS. PERRY: 25 distribution electric utilities are earning,
Page 14 Page 16
1 A Yes | was 1 and other distribution companies across
2 MR. JOHNSON: 2 Canada, I’m saying that there' s one utility in
3 Q. AndI would likefor you to fully explain how 3 British Columbiathat’s currently earning 9.9
4 a request to have 10.4 percent return on 4 percent.
5 equity, being the highest inthe country, 5 MR. JOHNSON:
6 fully explain how that request should be 6 Q. Andyou were here yesterday, and | understand
7 considered to be fair for your customers? 7 that Ms. McShane confirmed that that company
8 MS. PERRY: 8 isnot a distribution company, butit's a
9 A. Mr.Chairman, as| said earlier, we go through 9 vertically integrated company?
10 this process every few yearswhere we evaluate |10 MS. PERRY:
11 the cost of capital for Newfoundland Power, 11 A. FortisBC Energy or Fortis BC Electric?
12 and evidence is brought before this Board by 12 MR. JOHNSON:
13 expert withessesthat lay out an appropriate 13 Q. FortisBC Electric.
14 and fair return for Newfoundland Power. We've |14 MS. PERRY:
15 engaged two experts. Both experts have 15 A. Yes
16 indicated that the range of returnis 10.4 or 16 MR. JOHNSON:
17 10.5. The10.4, yes, | appreciate that it may 17 Q. Isthat the 9.9 that you're referring to?
18 be the highest. When we look across the 18 MS. PERRY:
19 country, | do look at Fortis BC, they're 19 A. Yes
20 currently at 9.9 percent, and certainly the 20 MR. JOHNSON:
21 10.4 percent does set Newfoundland Powerup |21 Q. Yeah, and that's a vertically integrated
22 with respect to itsfinancial matrix and its 22 company?
23 financial profile, such that the credit 23 MS. PERRY:
24 ratingsthat fall from it simply support the 24 A. | believe so, yes.
25 rating that we havetoday. Sol think that 25 MR. JOHNSON:
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1 Q. Andinyour mind, would it be relevant for the 1 MS. PERRY:

2 Board to consider the difference between a 2 A, Exhibit 6, and Exhibit 3, I guess, we'll need

3 vertically integrated company and a 3 two of them. If you look at Exhibit 6 and you

4 distribution polesand wires company like 4 look atlines 34, 35, and 36, under the

5 Newfoundland Power? 5 proposed for 2013, you'll see that the

6 MS. PERRY: 6 interest coverage is 2.6, and that would be up

7 A. llook at this pretty simplistically when | 7 from 2.3 in 2012.

8 compare Newfoundland Power to other businesses 8 MR. JOHNSON:

9 across Canada. | mean, I’d look at FortisBC 9 Q. Uh-hm.

10 Electric, and they’'re aregulated utility, 10 MS. PERRY:
11 they have regulated assets, they are similar - 11 A. You'll seethe cFoto interest tobe 3.6
12 well, they are bigger than us. They have cost 12 times. Thisisup from 3.2. Thenyou’'ll see
13 of service regulation, they have reserve 13 the CFO to debt percentage to be 18.3, and
14 mechanisms, such as Newfoundland Power, so | 14 that’s up from 15.7.
15 evaluate companies on that basis. I'll leave 15 MR. JOHNSON:
16 it up to Ms. McShane and Dr. Vander Weide with 16 Q. Uh-hm.
17 respect to comparable companies to include for 17 MS. PERRY:
18 comparison of fair returnsfor Newfoundland 18 A. Andthenyou'll notice that they’ re somewhat
19 Power. 19 similar, but dight decrease in the CcFO to
20 MR. JOHNSON: 20 debt as you go out into 2014 down to 16.4,
21 Q. Sowhen Newfoundland Power statesin itsreply 21 over inthelast column. When | look at the
22 to one of the PUB's staff question about who 22 proposed matrix here, Moody’s has indicated
23 you compare it to, didyou haveahand in 23 that the CFO to interest range should bein
24 preparing that response? 24 thelow 3's. Sothe proposal is3.4 - 3.6 and
25 MS. PERRY: 25 34.

Page 18 Page 20

1 A. Yes, I'mfamiliar with that response, yes. 1 MR. JOHNSON:

2 MR. JOHNSON: 2 Q. Uh-hm.

3 Q. And whenyou said that Newfoundland Power 3 MS. PERRY:

4 would be comparable with Fortis Bc, you want 4 A. AndcFoto debt, the range that they provide

5 to be very clear that you' re only saying that 5 is15t0 17, and | see herethat by the end of

6 because you' re both regulated utilities, you 6 2014, we'll beat 16.4. So we're within the

7 both are under cost of service, butitwasa 7 ranges that -

8 pretty high level assessment? 8 MR. JOHNSON:

9 MS. PERRY: 9 Q. Andl intendto have adiscussion with you
10 A. Anditwould be, Mr. Chairman. | mean, I'm 10 about Moody’s, but my point isyou have spoken
11 not privy to all of the operational day to day 11 about part of the reason why arate payer
12 runnings of FortisBC, so, yes, itis ata 12 would consider your request on equity fair is
13 high level. 13 because of itsimpact on financial matrix and
14 MR. JOHNSON: 14 financial integrity of the company, but, Ms.
15 Q. Andinterms of your referenceto what 10.4 15 Perry, it sbeyond dispute, isit not, that
16 percent would do to your company’s matrix, 16 over the period from 2007, 2008, 2009, 2010,
17 credit matrix, etc., youwould confirm that 17 2011, that the financial integrity of
18 that would bring your matrix up quite 18 Newfoundland Power has been very much intact,
19 considerably higher than what they are in 19 correct?

20 2012, for instance? 20 MS. PERRY:

21 MS. PERRY: 21 A. Yes, it has, | would confirm that.

22 A. Wadll,if | -if weturnto Exhibit - I'll get 22 MR. JOHNSON:

23 the exhibit number. 23 Q. Atsdignificantly lower ROES than what you're
24 MR. JOHNSON: 24 putting forward in this case?

25 Q. Three? 25 MS. PERRY:
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1 A. Yes | would agree that the financial 1 one, would we - would we then do an extra step
2 integrity hasbeen maintained. Certainly 2 and say, oh, yes, but, you know, wereally
3 during the last rate case, there were concerns 3 haveto adjust Newfoundland Power’s 8 which
4 about our decreasing matrix in the 2009 4 would be fair to the equity investor, we'd
5 hearing, and coming out of that hearing the 5 haveto adjust that up because we've got to
6 matrix that you see in 2010, if yougo to 6 cover off these matrix. That's not your
7 Exhibit 3 - so if you go down to lines 37, 38, 7 proposition, isit?
8 and 39, you will notethat - and 2010 isa 8 MS. PERRY:
9 good reflection of how we were set up, | 9 A. My understanding, Mr. Chairman, isthat one of
10 guess, from a financial matrix perspective 10 the requirements of afair returnisthat it
11 coming out of the last rate case, and so the 11 should maintain the company’s financial
12 interest coverage was 2.4, the CFO to interest 12 integrity, and if it was felt that the
13 was 3.4, and the cFoto debt was17.6. So 13 financial matrix of Newfoundland Power were
14 those matrix itself is not materialy 14 not sufficient to maintain that, then | think
15 different than the matrix that we' re proposing 15 the two are connected.
16 herein this Application. 16 MR. JOHNSON:
17 MR. JOHNSON: 17 Q. Andwould - under that logic, though, would
18 Q. But Ms. Perry, you're aware that return on 18 the equity holder in Newfoundland Power be
19 equity hasgot to befair to equity holder, 19 better off than they really ought to be, would
20 and you're well familiar with the proposition 20 they? Wouldn't that follow, because you're
21 that we don’t key off afair return on equity 21 saying to the equity investor in Newfoundland
22 to a particular matrix, do we? 22 Power, look, if we're looking at two equal
23 MS. PERRY: 23 companies that we don't have to make
24  A. Thatistrue, yes. 24 adjustmentsto, and you deserve 8, but, you
25 MR. JOHNSON: 25 know, we' vegot to do something with the
Page 22 Page 24
1 Q. Infact, it would be not appropriate, would 1 financial matrix, so we're going to give you
2 it, to tieor alow ourselvesto determine 2 more, is that the proper response?
3 what afair ROEwas by what a particular 3 MS. PERRY:
4 credit matrix would result from that ROE? 4 A lthinkitis.
5 MS. PERRY: 5 MR. JOHNSON:
6 A. | disagree with that concept. | think that 6 Q. Okay.
7 one of the requirements of afair returnis 7 MS. PERRY:
8 that it should maintain a company’s financial 8 A. Inthefact that if Newfoundland Power were to
9 integrity. So | think while debt rating 9 jeopardizeitsfinancial integrity, and let’s
10 agencies are not goingto come out and say 10 just say be downgraded, that in essence will
11 what a fair return should befor an equity 11 cost consumers alot more and it certainly - |
12 holder, the return does matter to the matrix. 12 can't see how that would benefit the company
13 The matrix matter to the financia integrity 13 or the customersin the long run, and again -
14 and that is one of the requirements of afair 14 now unless I’m mistaken, my understanding is
15 return. 15 that one of the requirements of afair return
16 (9:30am.) 16 is that it should maintain a company’s
17 MR. JOHNSON: 17 financial integrity.
18 Q. Let'sputitthisway, Ms. Perry, if for the 18 MR. JOHNSON:
19 sake of argument we could concludethat a 19 Q. Yes, butisn't one of the other principles of
20 return based on Newfoundland Power’s profile |20 afair return that the return be comparable to
21 as compared to a company that has asimilar 21 an equal risk company, ortoan investment
22 profilethat we wouldn't have to make all 22 that you can get in a comparable investment?
23 sorts of adjustments to, if we could say an 23 Isn't that part of the fair return too?
24 equity investor inthis company deserves 8 24 MS. PERRY:
25 percent, and they deserve 8 percent in that 25 A. Certainlyitis, but | think they are related,

Discoveries Unlimited Inc., Ph: (709)437-5028

Page 21 - Page 24




January 15, 2013

Multi-Page™

NL Power Inc. 2013 GRA

Page 25 Page 27
1 they come together. There's morethan one 1 consideration of the determination of afair
2 requirement of a fair return, fromwhat | 2 return.
3 understand. 3 MR. JOHNSON:
4 MR. JOHNSON: 4 Q. Okay, but youwould not consider, | takeit,
5 Q. AndIl'm aware of that, but what I’m trying to 5 that it would be appropriate for an equity
6 dia in on, is it Newfoundland Power's 6 investor in Newfoundland Power to get areturn
7 proposition that we might have to tinker 7 over and above what an equity investor ina
8 upward with what would otherwise be considered | 8 comparable risk enterprise should get just by
9 afair return on common equity in order to 9 merit of the fact that we've got to concern
10 meet a credit matrix, in order to preserve the 10 ourselves with credit matrix for Newfoundland
11 financial integrity, and if so, would that not 11 Power?
12 give an equity investor in Newfoundland Power |12 MS. PERRY:
13 an advantage or a benefit over an investor - a 13 A. Ithinkit'safair observation that a utility
14 common equity investor in alike company? 14 with similar risk, an equity holder should get
15 MS. PERRY: 15 areturn on comparablerisk utilities, yes,
16 A. I'mdisagreeing with, | guess, the concept 16 but if the return isin some way jeopardizing
17 that - I think thetwo go handin hand. If 17 the financial integrity of the company, |
18 the utility is awarded afair return, it 18 think itall hasto be consideredin the
19 should preserve its financial integrity. | 19 determination of afair return.
20 mean, | don’t know of a situation where at the 20 MR. JOHNSON:
21 end of theday - if areturn was issued and 21 Q. I'mgoing to moveon, butl justneed to
22 7.5 percent was viewed as afair return as Dr. 22 really understand this point, would you ever
23 Booth's proposal is, and the financial matrix 23 suggest, though, that if this Board were
24 were below that indicated by Moody’'s as 24 satisfied that, say, 7 percentis a fair
25 acceptable, once that order were granted by 25 return on common equity for Newfoundland
Page 26 Page 28
1 the Board, we would have to take ahard look 1 Power, would they ever - should they ever
2 at that becausewe're not preserving the 2 entertain, in your view, giving you, say, 8
3 financial integrity of Newfoundland Power, and 3 percent or maybe 8.5 if it preserved what you
4 for me the two would have to go hand in hand. 4 would term as the financial integrity of the
5 MR. JOHNSON: 5 company?
6 Q. Wadl, let'sflipitthe other way then. What 6 MS. PERRY:
7 if we said all Moody’srequires is"x" in 7 A. | think it's one of the standards of afair
8 terms of cashflow, interest coverage, and the 8 return standard that it should maintain the
9 other matrix, and if we arrived at areturn on 9 financial integrity of Newfoundland Power and
10 equity that produced - that covered us off in 10 it should be a consideration, yes.
11 terms of what Moody’s was concerned about, 11 MR. JOHNSON:
12 well, then that might mean that equity 12 Q. So never mind a consideration, you would
13 investorsin Newfoundland Power could live 13 suggest that if it was necessary to preserve
14 with alot less than what they’ re asking for. 14 financial integrity, that an equity investor
15 Would that be fair? 15 who otherwise would be entitled to 7, should
16 MS. PERRY: 16 probably get 8 or 8.5?
17 A. No, that would not be fair. 17 MS. PERRY:
18 MR. JOHNSON: 18 A. Yes, | do.
19 Q. Okay, because | thought | was just asking you 19 MR. JOHNSON:
20 the corollary of that. 20 Q. Okay. | just need to understand your position
21 MS. PERRY: 21 onthe point. We heard yesterday from Ms.
22 A. No, | guess- sol canexplain, | believe that 22 McShane that she regardsthat the cost of
23 autility is entitled to afair return, and 23 equity for Newfoundland Power has declined
24 that fair return should maintain the financial 24 from the last General Rate Application.
25 integrity of the company, and it should be a 25 Y ou’ve heard that evidence?
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1 MS. PERRY: 1 Q. Soisitamatter of principle that you cannot
2 A. Yes | did. 2 say whether areturn would be fair?
3 MR. JOHNSON: 3 MS. PERRY:
4 Q. Andyouindicated that you hire advisors and 4 A. Mr.Charman, I'm certainly not acost of
5 experts, etc.,, sol expect that you accept 5 capital expert and that was validated for me
6 that judgment? 6 yesterday. However, again| look at it very
7 MS. PERRY: 7 simplistically. I'll look across the country,
8 A. Yes, | respect the expert’ s opinion, yes. 8 I'll look around North Americaand just see
9 MR. JOHNSON: 9 other returns. We'll all guilty of looking
10 Q. Andthe 9 percent returnthat Newfoundiand 10 over our shoulder. That’s certainly not how a
11 Power earned or was allowed inits 2010 GRA, 11 fair returnis determined, but it’s certainly
12 wasthat afair and just return? You just 12 away that | will evaluate the reasonableness
13 brought us through the table which indicated 13 of the order that we' ve been granted, and 9
14 that itimproved matrix and that sort of 14 percent was- at that particular time we
15 thing. Was that afair and just return for 15 accepted it. When we moved into 2011 and the
16 Newfoundland Power? 16 return dropped to 8.38 and it was the lowest
17 MS. PERRY: 17 in the country, | tend to make more of agrand
18 A. Waell, the Board decides on what afair return 18 statement that that’s not afair return based
19 isfor Newfoundland Power, and theway | see 19 onmy simplistic view of looking acrossthe
20 it simply isthat once the evidence has been 20 country, that we were the lowest actually in
21 heard, and | respect that there's evidence 21 North America, but| do leavethe ultimate
22 brought forward on both sides to deliberate 22 decision of afair return up to the Board.
23 the cost of capital issue. Once that’s done, 23 MR. JOHNSON:
24 the Board determines and orders what they deem |24 Q. Sowould it befair to - because | think you
25 to be a fair and reasonable return for 25 indicated, although it’s not in your company
Page 30 Page 32
1 Newfoundland Power. Newfoundland Power has to 1 evidence, the written company evidence that
2 evaluate the order inits entirety, and | 2 you are sponsoring, there’ s no reference, Ms.
3 guess, fundamentally, we have only a couple of 3 Perry, in the written evidence to Newfoundland
4 choices, which is to accept the return, which 4 Power’s submission, | don't believe, in your
5 iswhat we'vedone, or object, and in that 5 Application that the 8.38 which would have
6 casewe accepted, but interms of what is 6 been the return on common equity permitted by
7 deemed to be fair, I'm going to let the Board 7 the formula, that that was unfair. There's no
8 hear the evidence and decide what an 8 reference in the Application to that, is
9 appropriate return is. 9 there? | didn't seeiit.
10 MR. JOHNSON: 10 MS. PERRY:
11 Q. | understand, obviously, that's the province 11 A. | believethe 8.38 was deemed not to be - I'd
12 of the Board, but does Newfoundland Power have 12 have to check that, Mr. Johnson.
13 an opinion asto ajudgment as to whether its 13 MR. JOHNSON:
14 return that was allowed the last time in 2009 14 Q. If I could bring you to page 338. It starts
15 GRA was fair? 15 on 337. Inthe concluding section, it says -
16 MS. PERRY: 16 areyou there?
17 A. No, Mr. Chairman, | don’t feel | can make that 17 MS. PERRY:
18 observation. | think that we accepted the 18 A. Yes | am.
19 return that was ordered by the Board. We 19 MR. JOHNSON:
20 presented evidence and the consumer advocate 20 Q. "Section 80 of the Act entitles Newfoundland
21 presented evidence on cost of capital, and the 21 Power to reasonable opportunity to earn a just
22 Board decides what an appropriate and fair 22 and reasonable return each year", and each
23 return is for Newfoundland Power, and we 23 year isinitalics, "and in the Order PU-43 of
24 accepted the Board' s Order at that time. 24 2009, the Board ordered continued use of the
25 MR. JOHNSON: 25 formula, as it believed financia market
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1 conditions appear to be settling. The 8.38 1 to me". Wedidn't have an expert opinion, but

2 percent estimated cost of equity indicated by 2 it didn’t appear fair, given it was the lowest

3 the formula for 2011 was the result of 3 ROE in the country.

4 declining forecast long Canada Bond yields. It 4 MR. JOHNSON:

5 was also the lowest rate making return on 5 Q. Inthe transcript, if we gothere, it'sat

6 equity awarded for a Canadian investor owned 6 154, 1 believe, page 154, you were asked a

7 utility in 2011. The estimated cost of equity 7 question - it’sat the bottom of page 153.

8 of 7.85 percent indicated by the formulafor 8 The question is, "In 2011, the formula

9 2012 did not constitute a fair return for 9 indicated an estimated return on equity of
10 Newfoundland Power. The August, 2012 consensus 10 8.38 percent. Why didn’t Newfoundland Power
11 forecast indication of an estimated cost of 11 seek to suspend the operation of the formula
12 equity of 7.53 percent for 2013 does not 12 for 2011". The answer, "Well, first of all,
13 constitute afair return for Newfoundland 13 Newfoundland Power did not think the 8.38
14 Power. Both are well below current rate making 14 percent return on equity in 2011 was afair
15 returns on equity for Canadian investor owned 15 return. It was significantly lower than the
16 electric utilities'. So while | see 16 returns of other investor owned utilities',
17 Newfoundland Power it its Application calling 17 you said, and | was just - again that
18 what was coming in by reason of the formula of 18 statement is not made in the company’s
19 7.85 and 7.53 unfair, | didn’'t see you stating 19 evidence that you're formally sponsoring.
20 in your Application that the 8.38 was unfair. 20 MS. PERRY:
21 MS. PERRY: 21  A. | would haveto confirm, but I’m not sure that
22 A. I'mrecdling that in my opening last Thursday 22 itis.
23 that | did indicate at that time that | 23 MR. JOHNSON:
24 believed in my opinion that the 8.38 was not a 24 Q. Okay. Soisit thecompany’s position now
25 fair return. 25 that 8.38 isfair - isunfair?

Page 34 Page 36

1 MR. JOHNSON: 1 MS. PERRY:

2 Q. Andthis isprecisely why I'm bringing you 2 A. Yes, that's the company’s position, Mr.

3 here because was - when you said that, and it 3 Chairman.

4 was also said that you were sponsoring the 4 MR. JOHNSON:

5 testimony in this section of the Application, 5 Q. Okay, and what made it unfair?

6 the finance section, where | didn’t see that 6 MS. PERRY:

7 statement, | was - | had to ask you about it. 7 A. Asl said earlier, Mr. Chairman, we did not

8 So did you prepare this section? 8 have expert adviceto tell us what a fair

9 MS. PERRY: 9 return wasfor 2011, but asa matter of
10 A. Yes | did, I hadahandinit, yes. 10 principle, when | looked across the country
11 (9:45am.) 11 and we were the lowest in the country, as|
12 MR. JOHNSON: 12 said, it didn’t appear fair to me. I’'m not a
13 Q. Ahandinit, and wasthere areason why it 13 cost of capital expert, but it didn’t appear
14 was not stated in this that 8.38 was unfair? 14 fair to us, and what we were addressing in the
15 MS. PERRY: 15 openingwasif it didn’'t appear fair and we
16 A. Wadl, for 2012 and 2013, Mr. Chairman, we have 16 didn’t think it was fair, why did we not file
17 expert opinions which are indicating that the 17 at that time, and that'swhat | laid out in
18 fair return for Newfoundland Power is 18 evidence asto why we decided not to file at
19 something significantly above the 7.85 and the 19 that time.
20 7.53, and also it's not in line with 20 MR. JOHNSON:
21 maintaining our financial integrity. So that 21 Q. Okay. Well, certainly - but certainly we know
22 one, | will agree, is abit easier with 22 this about your assertion that the 8.38
23 respect to making the statement of a fair 23 percent wasn’t fair, that assessment was not
24 return. In my opening, | believe the exact 24 borne out of any evidence or expert analysis
25 words | used was, "The 8.38 didn’t appear fair 25 that Newfoundland Power availed of, that was
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1 more along theline of compared to others, 1 MR. JOHNSON:
2 correct? 2 Q. Hesays, "We have performed very well in the
3 MS. PERRY: 3 past two or threeyears, and it has not had
4 A That'sexactly what | said, yes. 4 any negative impact”. Soisthere adistance
5 MR. JOHNSON: 5 between you and Mr. Ludlow on this point?
6 Q. Okay. Mr. Ludlow indicated at page 45 of the 6 MS. PERRY:
7 transcript - I'm just looking for it now. | 7 A. No-
8 was asking him that question at line 10, "And 8 MR. JOHNSON:
9 just to be clear, in 2001, when the company 9 Q. Heseemsto besaying that the 2011 results
10 made - just made dlightly more than what you 10 were good. He characterized 2011, "We
11 are projected to make in 2012, that was afair 11 performed very well".
12 returnin 2011 and preserved the financial 12 MS. PERRY:
13 integrity of the company”, and Mr. Ludlow 13 A. Mr. Chairman, | would interpret, and I’m not
14 answers, "2011", and | say, "Yes', and he 14 oneto speak for Mr. Ludlow, so - but in terms
15 said, "Our return as stated, as | said 15 of how | would interpret this, "We performed
16 earlier, was whatever | - what we were saying 16 very well", we did perform very well. We had
17 earlier, it was reasonable at that pointin 17 an dlowed returnin 2011 of 8.38, and we
18 time, yes'. Soyou're drawing adistinction 18 earned at the top of our range that year, yes.
19 between the allowed and what was achieved, but |19 So | would take that as meaning we performed
20 you would consider what Mr. Ludlow saidtobe |20 very well in that particular year. That
21 accurate, that what was earned in 2011 was 21 doesn’'t necessarily trandate to me that we
22 reasonable and fair? 22 agreed it was necessarily a fair return that
23 MS. PERRY: 23 we were starting with, which was 8.38.
24 A. I’'mnot surethat’swhat Mr. Ludlow meant by 24 MR. JOHNSON:
25 that. | believeit had to do with preserving 25 Q. Okay. You were here when Ms. McShane
Page 38 Page 40
1 the financial integrity of the company. 1 testified yesterday. Could you indicate,
2 MR. JOHNSON: 2 you're the crFo, about financing flotation
3 Q. Couldlturnyoutopage4l. Thequestion| 3 costs - could you fill usin, or fill mein at
4 asked Mr. Ludlow right after saying good 4 least, on that concept?
5 morning to him, "You talked in your direct 5 MS. PERRY:
6 with Mr. Kelly about Newfoundland Power’s 6 A. Wdl, I think | would beout of stepif |
7 returns over the last few years since the rate 7 tried to interpret the adjustments that are
8 case, but | takeit that you would confirm, 8 made to Ms. McShane' sor Dr. Vander Weide's
9 Mr. Ludlow, would you not, that Newfoundland | 9 cost of equity flotation costs, and |
10 Power itself believes that its financial 10 understand both of them are different for
11 performance since the last general rate 11 various reasons, but Ms. McShane explains what
12 Application through to 2012 has been 12 the flotation costsarein her evidence, and
13 absolutely consistent with the company’s 13 I’m not comfortable speaking to the nature of
14 financial integrity”, and Mr. Ludlow says, "I 14 those costs.
15 would agree, Mr. Chairman, that we have 15 MR. JOHNSON:
16 performed very well in the past two or three 16 Q. Soyou're notina positionto say whether
17 years and it has not had a negative impact on 17 flotation costs are higher than they werein
18 the financial integrity of the company”. | 18 2009, for instance?
19 took it to meanin 2011 you performed very 19 MS. PERRY:
20 well. 20 . Insimply comparing Ms. McShane' s evidence?
21 MS. PERRY: 21 MR. JOHNSON:
22 A. | would agree that Mr. Ludlow’s responseis 22 Q. Well, | wasjust interested generally about
23 agreeing that the financial performance in 23 this flotation cost that gets referred to, and
24 2011 is consistent with maintaining the 24 you can't offer anything on that?
25 financial integrity of the company. 25 MS. PERRY:
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1 A. No, | cannot. 1 askshim or herself "did | earn the allowed
2 MR. JOHNSON: 2 ROE?' and that’s made on an annual -- that’s
3 Q. Okay. Could! refer youto page 315 of the 3 an annual determination.
4 materials of the company, Ms. Perry, and at 4 MS. PERRY:
5 line 20, the company states that, "Risk isan 5 A. Yes, | believeitis.
6 assessment of the capability of an enterprise 6 MR. JOHNSON:
7 to recover itsinvestment, as well asearn a 7 Q. Right, and we've-
8 return on that investment, and for regulated 8 MS. PERRY:
9 utilities such as Newfoundland Power, risk is 9 A. But | will qualify that you don’'t make
10 generally considered to have business 10 investment decisions based on your ability to
11 regulatory and financial elements’, and the 11 only earn within one year.
12 first line about the capability of an 12 MR. JOHNSON:
13 enterprise to recover its investment as well 13 Q. No, no, but let'sput it thisway, aswe ve
14 as earna return onthat investment, Dr. 14 seen from the earlier RFI reply this morning,
15 Booth, my expert witness, he says - he defines 15 going back to, | think it was 1996,
16 risk as the probability of incurring harm and 16 Newfoundland Power has never failed to earn
17 he interprets this in the short run asfailing 17 its allowed ROE, right?
18 to earn the allowed ROE, and the long run risk 18 MS. PERRY:
19 has the uncertainty of recovering the 19 A. That'scorrect.
20 shareholder’ s investment in rape base. Would 20 MR. JOHNSON:
21 you accept that description as being 21 Q. Andwould that demonstrate to you Newfoundland
22 reasonable? 22 Power’s low risk nature?
23 MS. PERRY: 23 MS. PERRY:
24 A. |think | would look at the ability to earn a 24 A. No. | would make the observation that
25 return on the investment and to recover the 25 Newfoundland Power has made -- earned within
Page 42 Page 44
1 investment both aslong termrisk, because 1 its allowed range of return, which tellsme
2 once you invest in a company such as 2 that there’s acouple of things happening.
3 Newfoundland Power, you areintoit for the 3 Oneisthat we are set up appropriately asa
4 long term. Sol think | seeit both aslong 4 utility with a reasonable opportunity to earn
5 term. 5 our return and secondly, that we're actually
6 MR. JOHNSON: 6 executing upon how we're structured and we're
7 Q. But surely what Dr. Booth defines as the 7 actually earning our return, because there’s
8 probability of incurring harm in the short run 8 onething to be provided the opportunity to
9 asfailing to earn the allowed ROE, that would 9 earn the return and then there' sthe other
10 berisk, right? 10 thing of actually earning areturn. So |
11 MS. PERRY: 11 think in general, utilities are considered low
12 A. Certainly. 12 risk and | would consider that Newfoundland
13 MR. JOHNSON: 13 Power is very comparableto other utilitiesin
14 Q. Andthat would benot longterm risk, that 14 our structure.
15 would be short term risk, wouldn't it? 15 MR. JOHNSON:
16 MS. PERRY: 16 Q. Interms of the set-up appropriately to be
17 A. | guessit depends, Mr. Chairman, how you're 17 given areasonable opportunity, what are you
18 looking at it. | look at therisk from an 18 referring to in that regard?
19 equity perspective. If they’re investing the 19 MS. PERRY:
20 company, they'reinto it for the long haul and 20 A. Mr. Chairman, | think that’s everything from
21 so | look at the risk of earning areturn each 21 timeliness of Board orders to regulatory
22 and every year. 22 mechanisms that alow us to recover prudently
23 MR. JOHNSON: 23 incurred costs between test years that sets us
24 Q. Andthat’s my point. Each and every year, you 24 up from aregulatory efficiency point of view
25 know, there's -- the investor, equity investor 25 and just it provides Newfoundland Power with
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1 that opportunity to earn afair and reasonable 1 capital program. And I'll bring the Board
2 return, which isgood for Newfoundland Power 2 back to 2010 when Igor actualy happened and
3 and certainly good for Newfoundland Power’s 3 yes, we earned our return inthat year, we
4 customers. 4 did, but Igor was a big significant event. It
5 MR. JOHNSON: 5 was alittle bit of -- I'm not sure | should
6 Q. Sothesetypes of thingsare significant risk 6 say this, but good luck on our side in the
7 mitigators obviously, these accounts, for 7 fact that sales were higher than what we
8 instance, the ability to have timely 8 expected. But other than that, Newfoundland
9 recoveries? 9 Power would have, in that particular year,
10 MS. PERRY: 10 certainly been at the lower end of itsrange
11 A. | will agreethat regulatory mechanisms that 11 of return.
12 permit timelinessof recovery reduces the 12 MR. JOHNSON:
13 exposure to those cost variances, but risk is 13 Q. Stllinadll, it would have been areasonable
14 arelative concept which we've displayedin 14 return, because anythingin the range is
15 our evidence, and relative to other utilities 15 reasonable.
16 they’ re very common, they’re very consistent. 16 MS. PERRY:
17 What | will say is that not all reserve 17  A. Wdll, it would have been below the allowed.
18 mechanisms that we have is just simply about 18 MR. JOHNSON:
19 risk reduction of Newfoundland Power. We 19 Q. Pardon me?
20 actually have an excess earnings account which {20 MS. PERRY:
21 issimply solely about Newfoundland Power's |21 A. It would have been below the allowed return.
22 return, not risk. 22 MR. JOHNSON:
23 (10:00 am.) 23 Q. Ifthat had transpired. Intermsof --1'd
24 MR. JOHNSON: 24 like to bring you to a question that
25 Q. Andwe'll talk about some of your accounts, 25 Newfoundland Power asked to Dr. Booth in
Page 46 Page 48
1 but given Newfoundland Power’ s set-up, as you 1 Newfoundland Power CA-03. The questionis:
2 cdl it, and the regulatory construct, and 2 with referenceto CA-NP-004(A), Dr. Booth
3 given, you know, the execution part of it, and 3 states "l would accept that Newfoundland
4 that's common to any utility, and given 4 Power’ s average business risk and assessment
5 Newfoundland Power's ability to earn the 5 that Newfoundland Power seemsto accept and
6 return since 1996 each and every single year, 6 also that it haslower financial risk which
7 what could cause Newfoundland Power to fail to 7 Newfoundland Power also seemsto accept.” And
8 earn its allowed ROE in the future, given that 8 the question that was sent back to Dr. Booth
9 it's essentially always earned it in the past? 9 was "please indicate specifically where in the
10 MS. PERRY: 10 response to Request for Information CA-NP-04
11  A. Mr. Chairman, Newfoundland Power is very much 11 Newfoundland Power indicates that it has lower
12 like anormal businessin so many ways and we, 12 than average financial risk." And Dr. Booth's
13 from a financial risk perspective, we till 13 reply is "Newfoundland Power’s target common
14 taketherisk of forecast risk between test 14 equity ratio of 45 percent is higher than that
15 years. We takethe risk with respect to 15 typically approved for Canadian regulated --
16 management of our power supply costs as it 16 for regulated Canadian electric utilities.
17 relates to demand cost, operating the system. 17 With a higher common equity ratio, by
18 We cantell from Friday that we incur cost, 18 definition, thereislower financial risk to
19 certainly unexpected cost that are not 19 the common equity holder.” Andis that, is
20 necessarily within Newfoundland Power's 20 Dr. Booth’s answer disputed by Newfoundland
21 control or budget. We have an 80 million 21 Power?
22 dollar capital plan that we manage daily to 22 MS. PERRY:
23 ensure that it comesin ontime, on budget, 23 A. I don't thinkit'sdisputed. | think what
24 because if not, we have to finance that 24 we'resaying isthat al else being equal,
25 capital program. We have to depreciate that 25 with a higher common equity ratio, that lowers
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1 the financial risk, just the financial risk, 1 financial risk, but what 1I’m asking you is
2 of autility. 2 does Newfoundland Power consider that it has
3 MR. JOHNSON: 3 average businessrisk of aregulated utility
4 Q. Sothat'sall hewas saying, and we thought it 4 in Canada?
5 odd that Newfoundland Power would -- in any 5 MS. PERRY:
6 event, we'renot in disagreement that the 6 A. No,|don't believe wedo. | think that we
7 higher common equity ratio lowers Newfoundland 7 consider we -- we' ve considered the fact that
8 Power’s financial risk? 8 given thefact that we are small and low
9 MS. PERRY: 9 growth, which is what the Board has cited, as
10 A. |don't believe so, Mr. Johnson. 10 being important in the determination of our
11 MR. JOHNSON: 11 overall risk and the 45 percent equity ratio,
12 Q. Okay. And does Newfoundland Power accept that 12 which lowers our financial risk, offsets that
13 there'sa difference between financial risk 13 heightened level of business risk so that
14 and business risk? 14 overall we're average.
15 MS. PERRY: 15 MR. JOHNSON:
16 A. Yes, wedo. 16 Q. Soyour businessrisks are above average?
17 MR. JOHNSON: 17 MS. PERRY:
18 Q. Okay. And how does Newfoundland Power assess 18 A. It'sprobably not for meto observe because
19 its business risk? 19 it'srelative to what, right. | mean, what is
20 MS. PERRY: 20 it relative to? What I'm saying is that we've
21 A. Wdl, there's- 21 displayed our businessrisk and we've said
22 MR. JOHNSON: 22 they’ ve not materially changed since the last
23 Q. Do you have average business risk? 23 proceeding and at that time, the Board
24 MS. PERRY: 24 indicated that overall we were an average risk
25  A. Our experts have determined that we are an 25 utility, and | would agree with that
Page 50 Page 52
1 average businessrisk. The Board, at the last 1 observation.
2 hearing, cited that Newfoundland Power was 2 MR. JOHNSON:
3 considered to be an average risk utility. The 3 Q. Yes and you've stated that, but does
4 way -- back to the question on how we assess 4 Newfoundland Power consider that its business
5 business risk, we look at the different areas 5 risk are greater than average of the Canadian
6 of businessrisk which certainly include, as 6 utilities?
7 Mr. Ludlow talked about: our demographics, our | 7 MS. PERRY:
8 population which was forecast to decline lower 8 A. Mr.Chairman, | want to say yes. I’m not sure
9 than any other province or | should say 9 I’m qualified to do so, so -- but | do so on
10 decline in comparison to al other provinces; 10 the basis of the fact that when | look at our
11 the size of Newfoundland Power relative to 11 population, we are forecast to decline. No
12 other utilities; look at our operating 12 other provinceis forecast to decline. Our
13 conditions; our source of power, single source 13 demographics are on the bottom. Our forecast
14 of power. Welook at our cost flexibility. 14 GDP outlook is lower than the rest of Canada
15 And we've displayed al of this in our 15 And | can't help but think that those
16 evidence in this proceeding and we've made the |16 prevalent pieces of information matters to the
17 observation that we do not believe that our 17 assessment of Newfoundland Power’s business
18 businessrisk have changed materially since 18 risk. I’'mnot the expert. | would ook to
19 the last rate filing, and at that time, the 19 the experts for that, but | think that the
20 Board concluded at that time that Newfoundland |20 size of Newfoundland Power, the low growth and
21 Power was an average risk utility. 21 the other things that I’ ve mentioned certainly
22 MR. JOHNSON: 22 weigh into my belief that Newfoundland Power
23 Q. What I’'m getting at and what I'm asking isin 23 has certain business risks not faced by
24 relation to Newfoundland -- you've indicated 24 others, yes.
25 there' s a difference between business risk and 25 MR. JOHNSON:
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1 Q. Butyoudon't face avalanches. 1 transmission, yes.

2 MS. PERRY: 2 MR. JOHNSON:

3 A. Notyet. 3 Q. Yes and that would be part of the lowest

4 MR. JOHNSON: 4 segment of risk in the country, as Ms. McShane
5 Q. Butinterms of you reference the negatives 5 indicated?

6 for Newfoundland Power, but you don’t talk 6 MS. PERRY:

7 about any of the positives. What are the 7 A. | believe that was her testimony yesterday,

8 positives, Ms. Perry, for Newfoundland Power? 8 yes.

9 MS. PERRY: 9 MR. JOHNSON:

10 A. I’'mnotsure | understand the question, Mr. 10 Q. Andthenin terms of distribution aspect, she
11 Johnson. 11 puts that a bit above transmission but

12 MR. JOHNSON: 12 certainly below natural gas on a segment

13 Q. WHlI, concentration in the market. | mean, 13 basis, you heard that?

14 DBRS, one of your bond rating agencies, 14 MS. PERRY:

15 indicates, do they not, that you have market 15 A. Yes, | heard that.

16 dominance on the island? 16 MR. JOHNSON:

17 MS. PERRY: 17 Q. Okay. So how do you -- do you discount where
18 A. Yes, and they also mention that we have 18 you sit in the sectors in terms of how

19 limited growth. 19 suddenly you then determine that business risk
20 MR. JOHNSON: 20 for Newfoundland Power is greater than
21 Q. Butlimited growth as well, growth -- high 21 average?
22 rates of growth involvesrisk aswell, doesit 22 MS. PERRY:
23 not? 23 A. Again, | knew that by saying yes that would be
24 MS. PERRY: 24 problematic because I'm not the expert and |
25 A. | believeso. Youhavetofund and finance 25 certainly am not the oneto perform that
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1 that rate base growth. 1 business risk analysis such that was done by

2 MR. JOHNSON: 2 Ms. McShane to compare to distribution,

3 Q. Andthenthere sforecasting risk that might 3 transmission, natural gas. What I'm saying is

4 be elevated through that? 4 that iswhat | know.

5 MS. PERRY: 5 MR. JOHNSON:

6 A. Certainly. 6 Q. And let us agree then on this: your assessment
7 MR. JOHNSON: 7 onit isnot a professional assessment at al.

8 Q. Which Newfoundland Power wouldn’t have ina 8 It'smoreof a -- it's-- well, | won't say

9 more conservative mature growth environment? 9 professional, but it's not an expert

10 MS. PERRY: 10 assessment in any way and it's a rather

11  A. That istrue, but what Newfoundland Power 11 subjective assessment, isit not?

12 facesisthe fact of urbanization and the fact 12 MS. PERRY:

13 that we have anumber of municipalities that 13 A. | disagreein thefact that we're coming from

14 are lowering in their population, but we' re 14 the last rate case and we' ve articulated the

15 still having to servicethat population. So 15 business risk of Newfoundland Power at atime
16 there's differences with all markets, | 16 when the experts filed evidence the last time
17 believe. 17 about Newfoundland Power’s business risk.
18 MR. JOHNSON: 18 We'velaid out the significant business risk

19 Q. And Newfoundland Power, as Ms. McShane talked 19 that we see. We've stated that we believe
20 about the difference in sectors, Newfoundland 20 they’ve not materially changed. So | don't
21 Power is in the -- you know, actually 21 see the precipitating factor that would have
22 Newfoundland Power has a fair amount of assets 22 changed Newfoundland Power’s assessment of
23 in transmission, do they not, Ms. Perry? 23 being an overal averagerisk utility. The
24 MS. PERRY: 24 Board cited that our low growth small profile
25 A. Wehave a certain percentage of assets in 25 was offset by the 45 percent and we're just
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1 simply saying that nothing has changed since 1 Power’ s business profile.
2 then, and | guessthat’s about asfar asmy 2 MR. JOHNSON:
3 professional judgment can take it. 3  Q Waell, we certainly have some evidence to
4 MR. JOHNSON: 4 compare its profile to from BC. In any event,
5 Q. Right, but | guessit would befair to say 5 wewill go to another topic for a bit, and
6 that on behalf of Newfoundland Power, you can 6 I’ll ask you to goto page 311. You're
7 state that the Board should consider relative 7 showing in Table 3.8 finance charges for the
8 rankings of the utilities in terms of 8 company. You'reshowing your average debt,
9 transmission, distribution, gas, vertically 9 finance charges and average cost of debt over
10 integrated? Would that be fair? 10 2010 to 2014 and Ms. Perry, the average -- as
11 (10:15am.) 11 I’ ve noted, the average embedded debt cost is
12 MS. PERRY: 12 shown and we note that it was 7.46 percent as
13  A. | think, Mr. Chairman, I'll letthe Board 13 an average cost in 2010 and has declined
14 decide what they consider as evidence. 14 slowly since then andis forecastat 7. 05
15 MR. JOHNSON: 15 percent in 2013 and 6.9 percent -- 6. 96
16 Q. Doyou consider it asrelevant? 16 percent in 2014, and is thisrelatively slow
17 MS. PERRY: 17 declinein the average cost of debt, isthis
18 A. All information isrelevant, Mr. Johnson. 18 because Newfoundland Power isrelatively slow
19 MR. JOHNSON: 19 growing with little new debt and that
20 Q. Including your market dominance and all those |20 therefore the embedded debt costs will mainly
21 other factors? 21 decline due to refinancing of existing debt?
22 MS. PERRY: 22 MS. PERRY:
23 A. Yes, | would agree. 23 A. Inpart, | would agree. | mean, your cost of
24 MR. JOHNSON: 24 debt will change asyou term out and pay off
25 Q. Yes, okay. Butl takeit, if you would not -- 25 existing debt and refinance your debt, yes.
Page 58 Page 60
1 | take it you would not disagree that if the 1 And it matters with respect to your proportion
2 Board were to conclude that Newfoundland Power 2 of your long term with your short term at any
3 has average businessrisk relative to other 3 point in time.
4 utilitiesand lower than average financia 4 MR. JOHNSON:
5 risk asyou've conceded that it would be 5 Q. Right. Soif Newfoundland Power was growing
6 obvious that Newfoundland Power’s overall risk 6 rapidly and having to go to the markets, we
7 would be lower than an average risk, an 7 would expect to see average cost of debt come
8 average business risk utility? 8 down more rapidly than what we're seeingin
9 MS. PERRY: 9 this case?
10 A. | believethat risk isthetotal of all three, 10 MS. PERRY:
11 which is business, financial and regulatory 11 A. Attoday’scurrent rate, yes.
12 and if the Board were to decide that 12 MR. JOHNSON:
13 Newfoundland Power had lower business risk 13 Q. And could! direct your attention to Dr.
14 than what it had the last time it was here - 14 Booth' s testimony at page 287
15 MR. JOHNSON: 15 MS. PERRY:
16 Q. No, if Newfoundland Power had average business 16  A. Thank you.
17 risk and accepted what you’ ve indicated that 17 MR. JOHNSON:
18 the financial risk islower, would it not be 18 Q. Ms. Perry, Dr. Booth has prepared a graph
19 obvious that Newfoundland Power’s overall risk 19 which tracks both Scotia Capital’slong term A
20 would be lower in that scenario? 20 bond yields and the Bloomberg derived utility
21 MS. PERRY: 21 long term yield and you see that before you?
22 A. |think by the summation, yes, that’strue, 22 MS. PERRY:
23 but Mr. Johnson and Mr. Chairman, | would note 23 A. Isthat on page 28, Mr. Johnson?
24 that I’'m not aware of what has changed since 24 MR. JOHNSON:
25 the 2009 hearing with respect to Newfoundland 25 Q. Yes, maam.
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1 MS. PERRY: 1 Q. And do youthink that Newfoundland Power
2 A. Okay, yes. 2 should have higher common equity ratio because
3 MR. JOHNSON: 3 it has higher embedded debt costs?
4 Q. AndDr. Booth tells methat the average for 4 MS. PERRY:
5 the Scotia Capital long term bond yields was 5 A. Wdll, I know that with alower common equity
6 5.42 percent in 2010 and 4.92 percent in 2011 6 ratio, your financial risk is increased, so
7 and 4.2 percent in 2013 and he tells me that 7 with ahigher embedded cost of debt, you'll
8 the utility, derive utility long termyield 8 have higher fixed charges, so that, in my
9 would be about 20 basis points lower. Does 9 mind, increases the financial risk exposure to
10 this sound about right to you? 10 Newfoundland Power. So | believe so, yes.
11 MS. PERRY: 11 MR. JOHNSON:
12 A. I'll accept that that’s what this is saying. 12 Q. Could I ask you to turn up the FortisMD&A?
13 MR. JOHNSON: 13 MS. GLYNN:
14 Q. Okay. And soif we keep those figuresin mind 14 Q. That'sInformation Item No. 6.
15 and look at Newfoundland Power’ s embedded debt 15 MS. PERRY:
16 costsof 7.46, 7.31, going downto 7.05to 16 A. Oh,thisistheinformation. | got it right
17 6.96, it would be true that rate payers 17 here.
18 through Newfoundland Power's revenue 18 MR. JOHNSON:
19 requirement are paying about two percent more 19 Q. Ms. Perry, inparticular, if 1 could ask you
20 each year than Newfoundland Power’'s market 20 to turn to page 37, and the capital structure
21 debt cost? Would that be right? 21 is shown in the box there, and | take it that
22 MS. PERRY: 22 you'll agree that that indicatesthat Fortis
23 A. Newfoundland Power is paying its current cost 23 itself has57.1 percent debt, 8.3 percent
24 of debt, its embedded cost of debt. 24 preference sharesand 34.6 percent common
25 MR. JOHNSON: 25 shares?
Page 62 Page 64
1 Q. | understand. 1 MS. PERRY:
2 MS. PERRY: 2 A. Yes, | can confirm that.
3 A. Becauseyou don't pay your market cost of 3 MR. JOHNSON:
4 debt. 4 Q. And would you accept that Fortis has a
5 MR. JOHNSON: 5 consolidated common equity ratio of 35
6 Q. | understand, but relative to what's out there 6 percent?
7 on the market, the embedded cost is about two 7 MS. PERRY:
8 percentage points more, right? 8 A. Yes, that'swhat it's showing here.
9 MS. PERRY: 9 MR. JOHNSON:
10 A. That sounds reasonable. 10 Q. Okay,yeah. Andin termsof thefinancial
11 MR. JOHNSON: 11 arrangements  between its operating
12 Q. Okay. Andwould -- and | guessthisgoesback |12 subsidiaries and the parent company, as you go
13 to the earlier point as to whether you would 13 down to the bottom of page 37, first of all it
14 believe that Newfoundland Power shouldgeta |14 sets out the credit ratings of Fortis, which
15 higher ROE because it hasa higher embedded 15 is Standard and Poors A minus and DBRS A low
16 debt cost? 16 astheir unsecured debt credit rating, and it
17 MS. PERRY: 17 says "the above noted credit ratings reflect
18 A. Mr. Chairman, | think there is some 18 the corporation’s low businessrisk profile
19 correlation between your cost of debt and your 19 and diversity of its operations, the stand
20 cost of equity. Thereality is our average 20 alone nature and financial separation of each
21 cost of debt is, on average, seven percent. 21 of the regulated subsidiaries of Fortis,
22 So | think thereis some correlation between 22 management’s commitment to maintaining low
23 your cost of debt and your cost of equity, 23 levels of debt at the holding company level,
24 yes. 24 the corporation’s reasonable credit metrics
25 MR. JOHNSON: 25 and its demonstrated ability and continued
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1 focus on acquiring and integrating stable 1 MS. PERRY:
2 regulated utility businesses financed on a 2 A. Mathematically, yes, but there's alot of
3 conservative basis." 3 complications with just swapping out five
4 And | takeit your -- if welook at the 4 percent common equity with five percent
5 common share -- if weflip back and look at, 5 preferred sharesand I've displayed thosein
6 on page 22, which sets out the allowed common 6 my opening.
7 equities of each of Fortis companies, 7 MR. JOHNSON:
8 obviously everybody is at 40, with the 8 Q. Andwe'll talk about those. And in terms of
9 exception of Fortis Alberta who's at 41, 9 the mechanisms of preferred share issuance, if
10 Newfoundland Power is at 45, and in terms of 10 Newfoundland Power wereto issue preference
11 the Fortis family of companies, would 11 shares, that would be done with the assistance
12 Newfoundland Power be an average businessrisk |12 of Fortis no doubt?
13 within Fortis, the Fortis utilities? 13 MS. PERRY:
14 MS. PERRY: 14 A. Canyou repeat the question, Mr. Johnson?
15  A. I’venot made that assessment, Mr. Johnson. 15 MR. JOHNSON:
16 MR. JOHNSON: 16 Q. If preference shares wereto beissued in
17 Q. Soyoudon’t know? 17 Newfoundland Power, how would that -- how
18 MS. PERRY: 18 would you go about that?
19 A. That's correct. 19 MS. PERRY:
20 MR. JOHNSON: 20 A. Waell,if it was deemed appropriate to issue
21 Q. If weadd upal of the equity in the Fortis 21 preference shares, Newfoundland Power would
22 companies that are shown there, aswe'venoted |22 issue preference shares. We operate
23 each utility has at least 40 percent common 23 Newfoundland Power on a stand-alone basis and
24 equity, whereas as we've demonstrated, the 24 that pertains to the financing of Newfoundland
25 consolidated common equity ratio of Fortis 25 Power aswell. And | believeit wasin 2003-
Page 66 Page 68
1 itself is only 35 percent. What doesthis 1 2004 where the Board, at that time-- and
2 tell us, Ms. Perry? 2 there was concern around that time with
3 MS. PERRY: 3 respect to certain credit rating linkages
4 A. I’'mnotsure | understand the question, Mr. 4 between Fortis and Newfoundland Power and the
5 Johnson. 5 Board clearly stated at that time that it felt
6 MR. JOHNSON: 6 it was in the best interest of customers and
7 Q. Doesn't it mean that Fortis isfinancing its 7 Newfoundland Power to operate as a stand-alone
8 equity investment in itssubsidiaries with 8 utility. Soif wewereto issue and deem it
9 other securities other than straight common 9 appropriate, which would be a battle to begin
10 equity? 10 with, but if we were to deem it appropriate to
11 MS. PERRY: 11 issue preference shares, we would have to
12 A. Yes, that'swhat it’s showing here, yes. 12 issue them on our own as Newfoundland Power,
13 MR. JOHNSON: 13 not with Fortis.
14 Q. Andas we've seen, Fortis has 8.3 percent 14 (10:30 am.)
15 preference sharesitself, correct? 15 MR. JOHNSON:
16 MS. PERRY: 16 Q. Andyou indicatedin your direct testimony
17 A. Yes. I'mnot sure what type of preference 17 that that would be troublesome, and why would
18 shares, but yes. 18 that be, in terms of actually issuing
19 MR. JOHNSON: 19 preference sharesto investors?
20 Q. Andl takeit there’'sno question that if we 20 MS. PERRY:
21 replaced five percent of Newfoundland Power’s |21 A. Mr. Chairman, as | said, we're relatively a
22 common shareswith preference shares that 22 small player inthe market, so we're an
23 Newfoundland Power’s capital structurewould |23 unknown player with the market. Most of our
24 bein line with the other Fortis utilities and 24 long term debt deals are actually privately
25 indeed with Fortisitself? 25 placed. So I’'ve had discussions with banks
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1 around issuing a 40 million dollar preference 1 Q. Interms of capital market conditions, Ms.
2 share issuance and the response was that would 2 Perry, | takeit that youwould agreethat
3 be unusual because that's a very small 3 capital market conditions are easier now than
4 issuance. Usualy you see the preferred share 4 they werein 2009 when the Board last heard
5 market to be much larger than that. And asl 5 cost of capital testimony?
6 said, where we are an unknown name to that 6 MS. PERRY:
7 market, to the preference share market, we 7 A. Mr. Chairman, | will agree that they're
8 would certainly have to go through a pretty 8 probably easier than thefirst part of 2009,
9 significant investment profile prior to 9 but by the time we got to the hearing in 2009,
10 issuing and | have asked about pricing with 10 the markets had somewhat rebalanced from where
11 respect to preference share, because we're 11 they were at the lowest level and I’m not sure
12 aways interested in getting the lowest price, 12 that | seealot of difference sincethen.
13 and it'sviewed that it would beno more 13 There'sbeen alot of upsand downs andin
14 efficient than if weissued long term bonds. 14 betweens since the latter part of 2009 and
15 That'sthe view today. So if we could issue 15 certainly one of the ways | gauge the capital
16 it probably would beat ahigher cost than 16 marketsis looking at Newfoundland Power’s
17 long term debt. 17 credit spreadsand our credit spreads are
18 MR. JOHNSON: 18 roughly the same as what they were at the end
19 Q. When wasthe last time that was investigated? 19 of 2009. They haven't changed significantly.
20 MS. PERRY: 20 MR. JOHNSON:
21 A. | would say mid December | confirmed by 21 Q. Interms of your assessment of the capital
22 conversation around preference shares, based 22 markets, do you haveany expertisein the
23 on Dr. Booth's evidence. 23 capital markets or isthisjust -- are we on
24 MR. JOHNSON: 24 thelevel of your impression about it, Ms.
25 Q. And interms of there being amarket for 25 Perry?
Page 70 Page 72
1 preference shares, you're aware that there'sa 1 MS. PERRY:
2 sizable market out there for people who desire 2 A. No, I would not go asfar astosay that I'm
3 preference sharesto invest in no doubt? 3 an expert in capital markets and certainly we
4 MS. PERRY: 4 provided evidence with our witnesses on that.
5 A. Certainly. There's apreference share market. 5 MR. JOHNSON:
6 It'sjust we are a small issuer, so we're not 6 Q Okay. And | just wanted to get that
7 aknown issuer inthe market and normally 7 clarified, if that'sthecase. If | could
8 preference share issues are substantial, and | 8 bring you to page 53 of this FortisMD&A? It
9 know Fortis just issued one, | believe it was 9 indicates as a subsequent event that in
10 over 200 million. 10 October of 2012, Fortis Alberta issued 40-year
11 MR. JOHNSON: 11 125 million dollar 3.98 percent senior
12 Q. Butthat wasin November of 20127? 12 unsecured debentures, the proceeds of which
13 MS. PERRY: 13 are being used to repay borrowings under the
14 A. Yes, | believe around that time. 14 company’s credit facility, fund future capital
15 MR. JOHNSON: 15 expenditures and for general corporate
16 Q. Ithink the first preference shareshad a 16 purposes. Dr. Booth advises me that according
17 yield of 4.75 percent. 17 to the Wall Street Journal thiswas at 140
18 MS. PERRY: 18 basis point premium to equivalent maturity
19 A. | would haveto confirm but that soundsin the 19 long Canada bonds. Would you accept that?
20 ballpark. 20 MS. PERRY:
21 MR. JOHNSON: 21 A. | accept that, yes.
22 Q. Would you take that, subject to check? 22 MR. JOHNSON:
23 MS. PERRY: 23 Q. And Fortis Alberta, they're rated A low by
24 A. Yes. 24 DBRS? Would that be correct, Ms. Perry?
25 MR. JOHNSON: 25 MS. PERRY:
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1 A. | would have to confirm that. 1 MS. PERRY:

2 MR. JOHNSON: 2 A. Sothis refinancing was on our 100 million

3 Q. Okay. Would you accept that they are rated A 3 dollar unsecured short term credit facility,

4 low by DBRS and BAA1 by Moody’ s? 4 and so periodically, if the market isright,

5 MS. PERRY: 5 we will -- we have a pricing grid within that

6 A. Subject to check, yes. 6 particular credit facility and if the pricing

7 MR. JOHNSON: 7 should contract, then we will take opportunity

8 Q. And A minusby S&P? 8 of that and refinance, and that’ s what we have

9 MS. PERRY: 9 done.

10 A. Again, subject to check. 10 MR. JOHNSON:
11 MR. JOHNSON: 11 Q. Sowhat wasthe decrease in pricing that was
12 Q. Okay. Doyou -- you deal with trying to raise 12 experienced?
13 funds through bonds, et cetera. Would you 13 MS. PERRY:
14 believe that Fortis Alberta could have raised 14 A. | don'thave it infront of menow. |
15 40-year sub four percent debt in 20097 15 wouldn’'t -- I’'m not surewhat the actual
16 MS. PERRY: 16 decline was, and certainly the savings would
17 A. lwould havetogo back thereand just see 17 depend on the amount of short term borrowings
18 what they wereissuing at a that time. The 18 that we would have in any particular time.
19 coupon rate that we're looking at here isa 19 MR. JOHNSON:
20 product of the decline in the bond yields, the 20 Q. Right, and they say contains substantially
21 Canada bond yields. So it's not all 21 similar terms and conditions as the previous
22 reflective of thebond spread, the utility 22 credit facility agreement, and | think there
23 bond spread. 23 was an adverse conditions clause that had been
24 MR. JOHNSON: 24 there before or an adverse material change
25 Q. Butin termsof theavailability to access 25 clause that had been removed.

Page 74 Page 76

1 debt, that has -- would it be your observation 1 MS. PERRY:

2 that that has improved, relative to a few 2 A. My memory isthat the material adverse clause

3 years ago, especially at those low, low rates? 3 was removed prior to this extension. It was

4 MS. PERRY: 4 removed some time ago.

5 A. Mr.Chairman, I'll agreewith the low rates 5 MR. JOHNSON:

6 and as| said, it'sa reflective of thelong 6 Q. And the nature of that clause, when it

7 Canada bond yield, but I’'m not sure | would go 7 existed, did what? What was its effect?

8 asfar and say that the market is any better 8 MS. PERRY:

9 sincethelatter part of 2009. Now we have 9 A. | would have to go back and actually read that
10 not issued any debt since 2009, so| have 10 clause again because it’ s been sometime since
11 nothing directly to compareit to. 11 it's been in Newfoundland Power’s credit
12 MR. JOHNSON: 12 agreement. | believe that was removed some
13 Q. Atpagedo, just alittle bit below the chart, 13 years ago. |I'd haveto check, Mr. Johnson.

14 it indicates that "in March 2012, Newfoundland |14 MR. JOHNSON:

15 Power renegotiated and amended its 100 million |15 Q. | wonder if Ms. Perry and Mr. Kelly wouldn’t
16 dollar unsecured committed revolving credit 16 mind filing what that clause stated as an

17 facility, obtaining an extension to the 17 undertaking?

18 maturity of the facility from August ’15, 18 KELLY, Q.C..

19 August 2015to August 2017. The amended |19 Q. That'sfine, Mr. Chairman.

20 credit facility agreement reflects a decrease 20 MS. PERRY:

21 in pricing but otherwise contains 21 A. Sure, yeah.

22 substantially similar terms and conditions as 22 MR. JOHNSON:

23 the previous credit facility agreement” Soin 23 Q. Ms. Perry, moving to another topic. Since the
24 termsof the decreasein pricing, can you 24 last general rate application, there have been
25 indicate what that was? 25 a number of stand-alone applications that

Discoveries Unlimited Inc., Ph: (709)437-5028

Page 73 - Page 76




January 15, 2013

Multi-Page™

NL Power Inc. 2013 GRA

Page 77 Page 79

1 Newfoundland Power has been ableto make to 1 would likely not have applied for 2012, but

2 the Board. For instance, by order of P.U. 30 2 given that the issue that we had to deal with

3 (2010) the Board approved deferred recovery by | 3 was our cost of equity, then we sought a cost
4 Newfoundland Power of nearly 2.4 millionin 4 of capital application to deal with that one

5 2011 costs, and then P.U.12, | think 20 -- | 5 soleissue.

6 don’t know if it was 2010 or 2011, the Board 6 MR. JOHNSON:

7 approved recovery of 2.4 million in 2012 7 Q. Anddo you know whether it has precedent even
8 costs, and then we had the Board’'s order in 8 in other Canadian jurisdictions?

9 P.U.17 (' 12) which approved deferred recovery 9 MS. PERRY:

10 by Newfoundland Power of two and a half 10 A. | believe cost of capital applications are

11 million in 2012 costs as part of its 11 heldin Alberta. | would have to confirm.
12 determining Newfoundland Power’'s cost of 12 I’m not sure.

13 capital, right? 13 MR. JOHNSON:

14 MS. PERRY: 14 Q. Onastand-alone basis like that? And in this
15 A. Yes, | believe that to be correct. 15 proceeding, Ms. Perry, Newfoundland Power has
16 MR. JOHNSON: 16 applied to amortize the recovery over athree-
17 Q. Andwerethereany other one-of applications 17 year period of a forecast 2013 revenue

18 of that nature over that period that you can 18 shortfall of an estimated $980,000 which was
19 think of ? 19 agreed to, and tell uswhy this request was
20 MS. PERRY: 20 important to the company and why it was
21 A. Other than to apply for suspension of the 21 sought.
22 formula. 22 MS. PERRY:
23 MR. JOHNSON: 23 A. Withrespect tothat oneamortization, Mr.
24 Q. Right, okay. And intermsof Newfoundland 24 Johnson?
25 Power applying for determination of cost of 25 MR. JOHNSON:

Page 78 Page 80

1 equity without necessity of filing agenera 1 Q. Yes

2 rate application, are you -- which was done, 2 MS. PERRY:

3 for instance, in 2012 -- are you aware of how 3 A. Ordl of the amortizations?

4 rare an event that isinthe United States, 4 MR. JOHNSON:

5 for instance? Ms. McShaneindicates that 5 Q. No, no, just that one.

6 she’'snot awareof aninstance wherea Us 6 MS. PERRY:

7 utility sought and was granted a determination 7 A. Wdll, the three-year amortization of the

8 of its cost of equity without necessity of 8 shortfall was in line with the proposed

9 filing aGRA. Areyou aware of that? 9 amortization period for a number of other
10 MS. PERRY: 10 regulatory amortizations that we had and in
11 A. No, | wouldn’'t be ableto comment on what 11 the past, amortizations have ranged, | will

12 happens. 12 say, from threeto five years, but certainly

13 MR. JOHNSON: 13 three years iscertainly reflective of the

14 Q. Canyoutel uswhat advantage or benefit it 14 time period upon which Newfoundland Power
15 was, sitting in your chair as CFoO to 15 would generally file a general rate

16 Newfoundland Power, to be able to bring 16 application.

17 forward such an application before the Board, 17 MR. JOHNSON:

18 to the Board for its determination outside of 18 Q. Butwe'retalking -- | guess you’ve focused on
19 aGRA? 19 the amortization period, but I’m focusing on
20 MS. PERRY: 20 the forecast 2013 revenue shortfall. How
21 A. Well, Mr. Chairman, the application with 21 would that revenue shortfall have come about,
22 respect to cost of capital was certainly 22 the 2013 revenue shortfall of an estimated
23 precipitated on the formula producing a return 23 980,000?

24 that we deemed to beunfair. Soin the 24 (10:45am.)

25 absence of the formula, Newfoundland Power |25 MS. PERRY:
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1 A. Soasa product of filing for a double test 1 test year to recover -- have a reasonable
2 year, 2013 and 2014, it would be hard to 2 opportunity to recover 2010's test year cost
3 imaginethat if we set rates based on 2014, 3 and in the event that rates, for reasons of
4 full year test year, and that if we apply that 4 timing, were not to be implemented on January
5 then to the 2013 on March 1st that it would 5 1, then Newfoundland Power would have actually
6 al balancein onefold. Sol would suspect 6 not have had the opportunity to recover the
7 it'svery common that you would end up not 7 full revenue requirement that was just
8 perfectly squared with balancing the records 8 considered before the Board.
9 when you are talking different implementation 9 MR. JOHNSON:
10 times when you' re dealing with a double test 10 Q. Yeah, sothe obviousadvantage or benefit to
11 year. So that’s how the 980 came about. 11 Newfoundland Power by the Board issuing its
12 MR. JOHNSON: 12 order in advance of when it was ready to issue
13 Q. Andinterms of the goa of Newfoundland Power 13 its decision was that it provided Newfoundland
14 to have rates implemented by March 1st, 2013, 14 Power the opportunity to earn the return over
15 | take it the company wanted a mechanism in 15 the full of 2010 so that you weren't delayed
16 place to ensure that in the events that rates 16 in any revenue, correct?
17 couldn’t be implemented in time for March 1<t, 17 MS. PERRY:
18 2013, that the company was made whole 18 A. I'm dtill not seeing the advantage to
19 nonetheless, correct? 19 Newfoundland Power. We're dealing with afull
20 MS. PERRY: 20 year test year, sowe'renot recovering any
21 A. | believethat’safair observation in that we 21 more or any less than afull year test year.
22 aredealing with two test years, so we are 22 MR. JOHNSON:
23 considering the complete revenue requirement 23 Q. Ms. Perry, inthat instance, in connection
24 for those two years, yes. 24 with that instance, onething | never seein
25 MR. JOHNSON: 25 Newfoundland Power’s materials in GRAS or
Page 82 Page 84
1 Q. Andinthelast GRA in 2009, that wasto set 1 otherwise or in your credit opinions isany
2 ratesfor 2010. Newfoundland Power wanted 2 complaint about regulatory lag in this
3 ratesto come in force January 1st of 2010, 3 jurisdiction. Would you agree with that?
4 did it not? 4 MS. PERRY:
5 MS. PERRY: 5 A. | would agree with that, yes.
6 A. Yes, thatiscorrect. 6 MR. JOHNSON:
7 MR. JOHNSON: 7 Q. Yeah. Andregulatory lag, how would that be
8 Q. Andmy recollection, Ms. Perry, isthat to 8 of aconcern to a utility, if there was
9 facilitate this, this Board in fact issued an 9 significant regulatory laginthe utility’s
10 order in advance of providing its reasons for 10 regulatory set-up?
11 decision, which reasons for decision came out 11 MS. PERRY:
12 Christmas Eve, if | recall, and so that you 12 A. lthinkit hasto do with just the financial
13 didn't haveto wait for the full reasonsin 13 uncertainty as tothe operations of that
14 order to go ahead implementing rates. Do you 14 utility ina particular year. If therewas
15 recall that? 15 uncertainty with respect to how things are
16 MS. PERRY: 16 going to operate-- and we are aregulated
17 A. Yes, | recal certain of that process, but 17 utility so it matterswith respect to the
18 yes, | believe adecision came out before all 18 construct asto how we'reto operate, so
19 of the particulars of the decision, yes. 19 without knowing what it is, it's hard to
20 MR. JOHNSON: 20 predict because it comes from decisions of the
21 Q. What wasthe advantage or the benefit to 21 Board. Soit’s better to know in advance and
22 Newfoundland Power of the Board doing that? 22 prepare for what iscoming, asopposed to
23 MS. PERRY: 23 being behind it.
24 A. |l don't believethere was any advantage to 24 MR. JOHNSON:
25 Newfoundland Power. Thiswas-- we filed a 25 Q. Sowhat sortof problems could arise for a
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1 regulated utility that would result from 1 Q. Thank you. Ms. Perry, as you alluded to
2 regulatory lag, just some concrete examples? 2 before the break, Newfoundland Power has set
3 MS. PERRY: 3 up its general rate application to use two
4 A Wdl, I'll go backto the 2012 cost of 4 test years. What was the rationale?
5 capital, | guess. That one, from atiming 5 MS. PERRY:
6 perspective, we were into 2012 before we had a 6 A. | believe, Mr. Chairman, that therationale
7 cost of capital determined. So we're already 7 was based ontiming. Historically when we
8 midway throughthe year. Soif we were 8 filed general rate applications we try to file
9 approved or ordered arate of return that was 9 closer to the beginning of the year, so that
10 I'll say deemed unfair or lower than the rest 10 we're given areasonable opportunity to hear
11 of the country, then we only have six months 11 the proceeding and implement rates for January
12 to try to deal with it then, because the 12 1st of the upcoming year. But startingin
13 uncertainty was there, so up until mid 2012, 13 September, we viewed that it would be a
14 it was unknown asto what it would be. We 14 stretch to assume that we could get rates for
15 only have six months now to try to do things 15 January 1, so with that in mind, we filed a
16 to get usto the top of areturn. 16 double test year, which from records at
17 MR. JOHNSON: 17 Newfoundland Power, | believe the last one we
18 Q. Can you provide any other further 18 filed was 2003, 2004.
19 illustrations of where regulatory lag, if it 19 MR. JOHNSON:
20 existed for Newfoundland Power, would causea (20 Q. Thedoubletest year, | mean, we're till only
21 company difficulty? 21 very early in 2013 and you have a mechanism to
22 MS. PERRY: 22 cover yourselves off from the interim rates or
23 A. | guessinterms of cost recovery, if wewere 23 whatever for 2013. I'mnot understanding
24 -- if we put a proposal to this Board to defer 24 fully the rationale for 2014 also being atest
25 some regulatory amortizations, you know, as 25 year.
Page 86 Page 88
1 we'vedonein 2011 and 12, and if there was 1 MS. PERRY:
2 an order that disallowed something that we 2 A. Wdll | guessto clarify, another part of the
3 thought were to be allowed, then that puts the 3 decision was simply around by the timethis
4 utility in a hard situation with respect to 4 proceeding ended, | guess depending on the
5 looking at itsfinancial condition for that 5 outcome of the order, we could have beenin a
6 particular year. | mean, you just losetime 6 position where we would have had to file again
7 to recover from the decisions of the Board. 7 for '14, you know, so | think it’sforward
8 MR. JOHNSON: 8 visibility. You're partway into 2013, it's
9 Q. It's fiveto 11. Were you planning, Mr. 9 not unreasonable and certainly we have done
10 Chairman, to break at 11, wasit? 10 this inthis jurisdiction before, to look
11 CHAIRMAN: 11 forward further than just seven months, so
12 Q. Yes 12 that’s what we had done.
13 MR. JOHNSON: 13 MR. JOHNSON:
14 Q. Ifyou- 14 Q. Talk to me about the forward visibility part.
15 CHAIRMAN: 15 The forward visibility of looking forward to
16 Q. Isthisagood hiatusfor you now? 16 2014, what's the advantage of Newfoundland
17 MR. JOHNSON: 17 Power making 2014 atest year from the point
18 Q. Ithink so. 18 of view of forward visibility?
19 CHAIRMAN: 19 MS. PERRY:
20 Q. Okay then, we shall reconvene at 25 after. 20 A. I’'mnot sure it'san advantage again, Mr.
21 (BREAK - 10:53 a.m.) 21 John's, theonly differenceisthat you lay
22 (RESUME - 11:29 a.m.) 22 out your forecast revenues for two years and
23 CHAIRMAN: 23 rates are structured such that you're given a
24 Q. Okay, we'restill with you, Mr. Johnson. 24 reasonable opportunity, an opportunity to earn
25 MR. JOHNSON: 25 your return in each of those years and so part
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1 of the decision, based on regulatory 1 year, wewould have to look at the full
2 efficiency, | don't really seethe advantage 2 revenue requirement for 2013 and we would have
3 of Newfoundland Power with that. 3 to prepare the forecast on adifferent basis
4 MR. JOHNSON: 4 than we' ve done here today, and just by way of
5 Q. Ms. Perry, youseem not towant to concede 5 example, we've assumed in our forecast that
6 much in the way of advantagesto Newfoundland | 6 the energy supply cost variance reserve is
7 Power thismorning. | think it permeates a 7 going to work for January and February of
8 lot of what you had to say hereand I’ve had 8 2013, so if 2013 were going to be afull test
9 to really go digging a bit more than | thought 9 year, asingle test year, then we would have
10 | had to. A moment agoyou said that it 10 torebase 2013 asif non of the mechanisms
11 allows you to forecast revenues in 2014, 11 werein to play. Soit'sjust adifferent way
12 that’ s one of the things you said about a 2014 12 of doing much the same thing, | believe.
13 test year, correct? 13 MR. JOHNSON:
14 MS. PERRY: 14 Q. Wdl, | disagree with you becauseif we were
15 A. Tolay out atest year, you haveto forecast 15 looking at 2013 asa test year, what would
16 your revenue requirement, yes. 16 happen in 2014 isthat you would have to live
17 MR. JOHNSON: 17 with the ratesin 2014 based upon what the
18 Q. Yes, and you said "revenues', not “revenue 18 forecasted revenues and expensesand costs
19 requirement”. Part of what you' re forecasting 19 were for the 2013 test year, correct?
20 aswell in capturing in the 2014 test year is 20 MS. PERRY:
21 your estimated costs for 2014, correct? 21 A. Thatiscorrect, yes.
22 MS. PERRY: 22 MR. JOHNSON:
23 A. Certainly, it's- 23 Q. Andif 2014 saw a cost escalation for labour
24 MR. JOHNSON: 24 or materials or advertisements or any of those
25 Q. Andyou'regetting achance to haveratesto 25 things, or pay, that would not be reflected in
Page 90 Page 92
1 reflect those costs in 2014 without having to 1 your rates per sefor 2014, you'd be using
2 come back or without the uncertainty of living 2 2013 costs, correct?
3 with costs based on a 2013 test year, correct? 3 MS. PERRY:
4 MS. PERRY: 4 A. Yes. Mr.Chairman, | would state though that
5 A. | see thedouble test years as dlightly 5 inasingletest year, so in preparation of a
6 different than that. Y ou’re laying out annual 6 singletest year, we do look forward, soif
7 revenue requirements for Newfoundland Power | 7 2013’ s proposals was structuring Newfoundland
8 with your forecast cost, as youwould ina 8 Power to be in arevenue shortfall position in
9 singletest year, and based on Board orders 9 2014, then | would suggest that probably
10 and implementation of customer rates, then 10 wouldn’t be very good planning on our part
11 that will just provide Newfoundland Power an 11 because you should plan arate caseto be
12 opportunity to recover the forecast costs that 12 sufficient to allow autility to go several
13 we've laid before this Board. 13 years before rebasing costs. Itis not our
14 MR. JOHNSON: 14 intent to come in here every single year, so
15 Q. Okay, but let’s get basic here. Inanormal 15 when we even file single test years, we would
16 caseif you choose one test year, say 2013 16 look forwardto ensure that the proposals
17 test year, you said that’s going to be our 17 we're putting forward, like the amortization
18 test year and if we can't get rates by before 18 periods, recovery periods, are al in line
19 March 1st, we might have to do somethingonan |19 with trying to keep us out of here basically
20 interim basis or something like that. Andin 20 for anumber of years. Sol think the
21 that instance, in that case, Ms. Perry, what 21 concepts still apply toa singleverses a
22 would happenin 2014 if 2014 was not atest 22 double test year.
23 year? 23 MR. JOHNSON:
24 MS. PERRY: 24 Q. But surely outside of something big coming on
25 A. Soif weweregoingtogo with asingle test 25 ahorizon, there’'s abenefit of having 2014
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1 setup as atest year because you get to 1 A. | would suspect historical test years may be
2 forecast those 2014 cost--expenses, and have 2 problematic if you were in atime of growth or
3 them actually reflected in ratesfor 2014 3 ina time of change because your futureis
4 whichisan advantage over asituation of a 4 probably not goingto look like your past,
5 singletest year where the 2014 costs would 5 which ispretty simple, | guess, soin a
6 happen and they would be just dealt within a 6 period of high growth it might be a bit
7 normal event. | thought that thiswas an 7 problematic.
8 obvious point, it wouldn’t be a major point of 8 MR. JOHNSON:
9 contention, Ms. Perry. 9 Q. Butinterms of giving visibility, you much
10 MS. PERRY: 10 prefer asa croto be dealing with afuture
11 A. | will agree, Mr. Johnson, that we are 11 test year as opposed to a past, even a partial
12 forecasting 2014's costs. | guesswhy I'm a 12 past, correct?
13 bit reluctant, Mr. Chairman, to say that 13 MS. PERRY:
14 there' s an advantage isthat it'sjust till a 14 A. Our forecast today, yes, they're forward based
15 forecast. So at any point in time we're still 15 on the future expectation, but it's built off
16 dealing with forecast numbers, so - 16 of the past experience, | guess, of
17 MR. JOHNSON: 17 Newfoundland Power. | look at our sales, it
18 Q. As thecro of Newfoundland Power, there's 18 comes from our historical sales base, even our
19 going to beincreases in certain operating 19 operating costs are built off of the previous
20 costsin 2014 over 2013, | takeit. 20 year, so | get the point that if it's solely
21 MS. PERRY: 21 based on historical without any adjustment for
22 A. Yes, that is correct. 22 known and measurabl e differences, there’ s some
23 MR. JOHNSON: 23 disconnect in the two.
24 Q. Yes. And do you know anything about 24 MR. JOHNSON:
25 historical test years and how they operate? 25 Q. Youmentioned known and measurable differences
Page 94 Page 96
1 MS. PERRY: 1 and where did you learn about that concept,
2 A. Inany particular jurisdiction, Mr. Johnson or 2 through Ms. McShane' s evidence?
3 - 3 MS. PERRY:
4 MR. JOHNSON: 4  A. Through adiscussion with Ms. McShane and Mr.
5 Q. No,just the concept of in thisjurisdiction 5 Alteen, actually.
6 we use aforward looking test year and in some 6 MR. JOHNSON:
7 jurisdictions they do not, they use a 7 Q. Okay, and so you're aware that--it's regarded,
8 historical test year or part historical, part 8 isit not, that forward test years are more
9 partial, doyou know anything about those 9 advantageousto a utility than historic test
10 historical type test years? 10 years?
11 MS. PERRY: 11 MS. PERRY:
12 A. Fromwhat perspective? Like | understand how 12 A. lwouldn't be ableto make that observation,
13 they work in terms of they take their 13 Mr. Johnson.
14 historical financials and adjust for known and 14 MR. JOHNSON:
15 measurable differences | believeisthe - 15 Q. | gave you a cross-examination document in
16 MR. JOHNSON: 16 advanceand | didn’t labour it, but | just
17 Q. In some instances and some are purely 17 wantto bringitto you, it's forward test
18 historic. 18 yearsfor uselectric utilities prepared for
19 MS. PERRY: 19 the Edison Electric I nstitute.
20 A. Ohokay. 20 MS. PERRY:
21 MR. JOHNSON: 21 A. Yes, | havethat.
22 Q. And so, how--what would be the disadvantage of 22 MR. JOHNSON:
23 using historical test year to autility, Ms. 23 Q. Dated August 2010.
24 Perry? 24 MS. GLYNN:
25 MS. PERRY: 25 Q. Mr. Johnson, we'll enter that onto the record
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1 as Information Item No. 11. 1 rebuilding and expanding legacy
2 MR. JOHNSON: 2 infrastructure, al that would apply, would
3 Q. Thank you. 3 you prefer--would it give you greater
4 MS. GLYNN: 4 visibility to be having the use of afuture
5 Q. Itwasfiled on January 9th. 5 test year or a historic or ahybrid, what
6 MR. JOHNSON: 6 would you prefer?
7 Q. I'mreferring to thetop paragraph of the 7 MS. PERRY:
8 executive summary. It indicates, the very 8 A. | haven't really thought about it or applied
9 first paragraph in the executive summary on 9 it to Newfoundland Power, but | do see
10 this paper is "Us investor owned electric 10 Newfoundland Power’s as being a bit of hybrid
11 utilities, electric 10usin jurisdictions with 11 with respect to how we prepare, given that we
12 historical test year rate cases are grappling 12 do base alot of our forward costs on past
13 today with financial stressesthat threaten 13 results.
14 their ability to serve the public well. Unit 14 MR. JOHNSON:
15 costs arerising because growth and sales 15 Q. Butif that bethe case, suretherecan’'t bea
16 volumes and other billing determinants is not 16 future test year for anybody because | would
17 keeping pacewith growth and cost. Cost 17 have thought that a utility would always
18 growth is stimulated by the need to rebuild 18 consider itspast cost history in putting
19 and expand legacy infrastructure and to meet 19 forward afuture test year.
20 environmental and other public policy goals. 20 MS. PERRY:
21 In this situation, historical test years still 21 A. Maybe Mr. Johnson, yes.
22 use in amost 20 United States USs 22 MR. JOHNSON:
23 jurisdictions can erode credit quality and 23 Q. And that cannot be uniqueto Newfoundland
24 condemn IoUs to chronic under earning.” And 24 Power, surely. So you're not prepared or are
25 then the report goeson, | filed it for the 25 you prepared to concede that it's more
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1 information of the Board. So there’ sto be no 1 advantageous for Newfoundland Power to have a
2 doubt in your mind, Ms. Perry, that the type 2 future than a historic?
3 of test year that a utility can avail itself 3 MS. PERRY:
4 of would bea relevant consideration for 4 A. Not at this point | can’t, no, Mr. Johnson,
5 comparing utilities for cost of capital 5 no.
6 purposes, correct? 6 MR. JOHNSON:
7 (11:45am.) 7 Q. Wetouched onthe concept of interim rates
8 MS. PERRY: 8 that are provided for under Section 75 of the
9 A. | will agreethat that’s what thisis saying 9 Public Utilities Act in this province and in
10 in this report, yes. 10 the coursg, in this very GRA process you would
11 MR. JOHNSON: 11 be aware that Newfoundland Power was concerned
12 Q. Andwould you depart from what that Edison 12 with whether the Board would be in a position
13 paper is stating? Because otherwise all 13 to make necessary determinations on the 2013,
14 you'redoing is agreeingthat it'sin the 14 2014 application in a timeframe that would
15 report. 15 allow Newfoundland Power to implement the
16 MS. PERRY: 16 changein rates, and so therefore, although
17 A. Wdl | take it that, you know, thisis a 17 the application has now been withdrawn because
18 reputable company doing this report, so | can 18 it got worked out otherwise, but Newfoundland
19 read what they’re saying, but for meto make 19 Power applied for interim rates and they
20 the assessment myself with my own personal 20 stated that if Newfoundland Power was unable
21 opinion, | mean, | can’t provide that. 21 to implement the change in the current
22 MR. JOHNSON: 22 customer ratesin atimely manner, it might be
23 Q. Letusputitthisway, Ms. Perry, as crFo of 23 deprived of the opportunity to earn ajust and
24 Newfoundland Power, an electric utility that 24 reasonable return on rate base for 2013, as
25 hasto keep pace with growth and costs and 25 required under Section 80 of the Act. So you
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1 are aware of that application? 1 and I'veread limiting its use to unusually
2 MS. PERRY: 2 dyer circumstances. And I’d likejust to
3 A. Ohyes, I'maware. 3 know, obvioudly it seemsto me, as a CFO, that
4 MR. JOHNSON: 4 it would be much better to have accessed
5 Q. And you would have recommended that 5 interim rates than to be put to ajurisdiction
6 application, no doubt. 6 where there was impedimentsin theway of
7 MS. PERRY: 7 getting interim rates, would you not agree?
8 A. Yes 8 MS. PERRY:
9 MR. JOHNSON: 9 A. | don'tfully understand the fullness of those
10 Q. Okay, and in terms of the ability of 10 jurisdictions, so, but inisolation | do agree
11 Newfoundland Power to apply for interim rates |11 with interim rates to befiled, yes, | do.
12 to the Board, how was that a beneficial 12 MR. JOHNSON:
13 feature for Newfoundland Power and its 13 Q. Andthat'slike agreeing that thelightsare
14 investors? 14 on. But | mean, what I’'m asking, would you
15 MS. PERRY: 15 agree that there is--that the ability to seek
16 A. Canyou repeat the question, Mr. Johnson? 16 interim rates in an unimpeded fashion is a
17 MR. JOHNSON: 17 benefit, an advantage to Newfoundland Power
18 Q. Theability of Newfoundland Power to avail of 18 over asituation where there were impediments
19 Section 75 of the Public UtilitiesAct to 19 to it seeking interim relief.
20 apply for interim rates, how was that a 20 MS. PERRY:
21 beneficial feature for Newfoundland Power and 21 A. Mr. Chairman, | would agree that interim rates
22 its investors? 22 is, as| said | agreewith inthat it allows
23 MS. PERRY: 23 Newfoundland Power the opportunity to earn a
24 A. | think the use of interim rates is a 24 reasonable return in a specific year. Without
25 mechanism that is used when rates are not set 25 that or if there were impediments of some sort
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1 at the beginning of a test period. 1nour 1 that prevented Newfoundland Power areasonable
2 case right here, we weregoing into 2013 2 opportunity to earn itsreturn, yes, | would
3 without final rates, so it was viewed that an 3 agree that would be a worse situation than not
4 appropriate way to deal withthat was to 4 having an opportunity to earn your return.
5 declare the rates interim on January 1st. 5 MR. JOHNSON:
6 MR. JOHNSON: 6 Q. Newfoundland Power by law in thisjurisdiction
7 Q. Would you have concerns if there were 7 must seek prior approval for capital budget
8 legidlative barriersto Newfoundland Power’s 8 expenditures, you' re aware of that?
9 ability to apply for interim rates? 9 MS. PERRY:
10 MS. PERRY: 10 A. Yes | amaware.
11 A. Atahighlevel I think | would be concerned, 11 MR. JOHNSON:
12 if | wasgoing into ayear without certainty 12 Q. Andtheprior approval of capital budgetsis
13 around final rates, so1’m not quite surel 13 something that’s referenced, you'll agree with
14 understand the question. 14 me by the bond rating agencies in Newfoundland
15 MR. JOHNSON: 15 Power’s case?
16 Q. Widl, I'll putittoyouandit’snot anissue 16 MS. PERRY:
17 I'll get in deeply with you, Ms. Perry, but | 17 A. Yes, | would agree.
18 will be bringing it up with some other 18 MR. JOHNSON:
19 witnesses herein this case, but in some 19 Q. Andwhy isthe prior approval scheme seen to
20 United States cases, it's certainly with 20 be of benefit to Newfoundland Power?
21 regulatory lag concerns which | will also 21 MS.PERRY:
22 address, that in some states utilities are 22 A. Well | think any time you’ re spending money,
23 allowed to petition for interim rate relief, 23 having permission to do so is rule number one,
24 but in others, they are only permitted to look 24 so the point of itisthat we only invest in
25 for such rate relief in emergency situations 25 assets that have been reviewed and approved by
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1 this Board as opposed to being so far down the 1 Kelly should interrupt me.
2 construction of an asset and determining that 2 CHAIRMAN:
3 it was disallowed. So obvioudly it’s better 3 Q. Caryon.
4 to get permission to spend money prior to 4 MR. JOHNSON:
5 spending. 5 Q. Regarding litigation, Ms. Perry, would it be
6 MR. JOHNSON: 6 fair to say that Newfoundland Power is not
7 Q. Andwould you consider that whether a utility 7 involved in much litigation?
8 issubject to aprior approval process that 8 MS. PERRY:
9 that is a factor that the Board should 9 A. | would say that’safair observation, yes.
10 consider in comparing risks between utilities? 10 MR. JOHNSON:
11 MS. PERRY: 11 Q. Sothat would obviously not be something that
12 A. Itcancertainly beafactor, but | think it’'s 12 you and your team would haveto devote much
13 in context of how it’s been working as well, | 13 time and attention to?
14 suspect. If ajurisdiction isset up such 14 MS. PERRY:
15 that approval is not sought prior but after 15 A. That'scorrect.
16 and there have been on issues with respect to 16 MR. JOHNSON:
17 recovery of prudent costs, then | think that 17 Q. You are aware with the concept of accelerated
18 levels the playing field somewhat. 18 depreciation for tax purposes?
19 MR. JOHNSON: 19 MS. PERRY:
20 Q. But it'snot assafe as aprior approval 20 A. Youwould have to explainthat one alittle
21 scheme for the utility, isit? 21 bit to me, Mr. Johnson.
22 MS. PERRY: 22 MR. JOHNSON:
23 A. l'would agree, | think it’sworthy to have 23 Q. Well | understand that from time to time
24 prior approval before, yes. 24 governments, to stimulate the economy, will
25 KELLY, Q.C: 25 permit companies to write down assets quicker
Page 106 Page 108
1 Q. Mr. Chairman, many of thesequestions are 1 inan effort to stimulate the economy, you
2 hugely hypothetical in terms of, if my friend 2 know, sort of astimulus type mechanism, and
3 really wantsto get into thiskind of a 3 that would have benefitsto utilities, | take
4 discussion, it really should be with the 4 it, and their investors, would it not? If you
5 expert testimony witnesses and be able to put 5 were allowed to write down an asset for tax
6 to them the precise parameters of some other 6 purposes more quickly?
7 jurisdiction, if that's the case. This 7 MS. PERRY:
8 witness has said, you know, she doesn’t have 8 A. If wewere alowed to write down the assets
9 expertise in other American jurisdictions. 9 more quickly for tax purposes, that would tend
10 MR. JOHNSON: 10 to lower Newfoundland Power’s effective tax
11 Q. Mr. Chairman, | have not embarked on bringing |11 rate, | would agree, yes.
12 Ms. Perry through the American examplesinthe |12 MR. JOHNSON:
13 record, but | think it is certainly material 13 Q. And in termsof this Board's determining
14 to ask thiswitnessof her view of some of 14 whether, because as Newfoundland Power has
15 these regulatory featuresthat exist in this 15 indicated in responseto the Board's staff
16 jurisdiction because they are, for instance, 16 questions, Newfoundland Power has said that
17 referred to in the company’s own evidencein 17 amongst other things an essentia
18 their exhibitsthat are attached to their 18 characteristic of afair returnisthat it is
19 application from Moody’sand bBRsand | think |19 commensurate with that available on
20 it's good to get an on the ground assessment 20 investmentsin comparablerisk enterprises.
21 from the witness asto what the benefits are 21 And would you, in the utility context, agree
22 tothe utility of these, soI’m just going 22 with me that someof the factors to be
23 down throughthem oneat a time, I'm not 23 considered would be competition, whether it’s
24 bringing her through, you know, Vectren or 24 competition that' s faced by the utility?
25 Consolidated and | don’t understand why Mr. 25 MS. PERRY:
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1 A Yes 1 environment to be generally supportive and |
2 MR. JOHNSON: 2 mean, we've heard evidence from an American
3 Q. What sector the particular utility would fall 3 witnessin thelast GRA, Mr. Cicchetti who
4 into, whether it be transmission, 4 characterized it, and you will recal Mr.
5 distribution, vertically integrated. 5 Cicchetti testified, he recalled it as
6 MS. PERRY: 6 exceptional regulation, and he--and as well
7 A. Wdl | think it would be a consideration, yes. 7 the bond rating agencies, for instance Moody’s
8 MR. JOHNSON: 8 talks about how Canada is a very good
9 Q. Leve of non-regulated business? 9 regulatory environment, always considered this
10 MS. PERRY: 10 Board to be supportive, and I’ m wondering why
11 A. Yes, | would agree. 11 would it be just considered generally
12 MR. JOHNSON: 12 supportive?
13 Q. Testyear type? 13 MS. PERRY:
14 MS. PERRY: 14 A. Wdl again, Mr. Chairman, I’d hatetotry to
15 A. That onel’m not sure about, but - 15 interpret Mr. Ludlow’s words and--but it
16 MR. JOHNSON: 16 wasn't meant that it was negative, it
17 Q. Typeand number of customers? 17 certainly, from Mr. Ludlow’ s perspective, was
18 MS. PERRY: 18 in relation to other jurisdictionsthat he's
19 A. | think customer profile could be a 19 been in and ona relative basis it was
20 consideration, yes. 20 comparable to the regulatory support in other
21 MR. JOHNSON: 21 jurisdictions, so | didn’t see it as a
22 Q. Soforinstance in Newfoundland Power’s case, 22 negative, but | think we all agree that we
23 it'slargely residential, commercial and not 23 have a supportive regulatory environment.
24 exposed to industrial, that would be spoken 24 MR. JOHNSON:
25 about as apositivein Newfoundland Power’s 25 Q. Okay. Regarding weather normalization, Ms.
Page 110 Page 112
1 risk profile. Do you share that assessment? 1 Perry, Newfoundland Power hasfull weather
2 MS. PERRY: 2 normalization protection and Ms. Perry if
3 A. Wasit said by someone, Mr. Johnson, or - 3 Newfoundland Power lost weather normalization
4 MR. JOHNSON: 4 protection, like it's had for many years and
5 Q. Wdllit'ssaid by your rating agencies. 5 I’'m not advocating that, but Newfoundland
6 MS. PERRY: 6 Power’ s risk profile, what would happen to it
7 A. Yes it wassad by the rating agencies, yes. 7 in that instance?
8 MR. JOHNSON: 8 MS. PERRY:
9 Q. Andyouwould agree with their assessment that 9 A. Well certainly the weather normalization
10 that’ s arisk positive for Newfoundland Power? |10 smooths, for a lack of a better word,
11 MS. PERRY: 11 Newfoundland Power’ s revenue and cost of power
12 A. From acredit rating agency, yes, they look at 12 for the impact of weather and the variations
13 it as more stable revenue. 13 that are applied to thisaccount would, in
14 MR. JOHNSON: 14 essence, hit or be positive to the corporation
15 Q. And from a business perspectiveit’s more 15 earningsin those particular years without the
16 stable too, isit not? 16 weather normalization account, so certainly
17 MS. PERRY: 17 earningswould be more volatile without it,
18 A. Yes, but it does have alimited growth side to 18 but as we've said in evidence, the wesather
19 it aswell, | guess, so there' stwo sidesto 19 normalization reserves are quite common in
20 the coin. 20 Canada and so certainly Newfoundland Power is
21 MR. JOHNSON: 21 not out of step with having a weather
22 Q. Yes, okay. And regulatory supportiveness 22 normalization reserve.
23 would be the factor. Now, Ms. Perry, | must 23 MR. JOHNSON:
24 say to you that | was a bit surprised to hear 24 Q. No, and I'm not suggesting you are, but if you
25 that Newfoundland Power considered regulatory |25 lost the weather normalization reserve, it
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1 would increase, would it not, your risk 1 MS. PERRY:
2 profile, do you think? 2 A Yes
3 MS. PERRY: 3 MS.GLYNN:
4 A. Redativeto other utilities with a substantia 4 Q. Andthat will be entered asInformation Item
5 heating load? Yes, | would agree. 5 No. 12.
6 MR. JOHNSON: 6 MR. JOHNSON:
7 Q. Yes, okay. Andwouldyou agree with me that 7 Q. We askedin that GRA a few yearsago to
8 weather normalization reserve has played a 8 provide a table basically setting out
9 significant role over the years in reducing 9 adjustments to the weather normalization
10 earnings volatility of Newfoundland Power? 10 account and the rate stabilization account was
11 MS. PERRY: 11 also added as a percentage of return on equity
12 A. Canyou repeat the question, Mr. Johnson? 12 for each year from 1986 to the present, along
13 MR. JOHNSON: 13 with any appropriate commentary. And atable
14 Q. Would it be fair to say that the weather 14 was provided showing adjustments to the
15 normalization reserve has played a significant 15 weather normalization account and the rate
16 role over theyearsin reducing the earnings 16 stabilization account as a percentage of
17 volatility of Newfoundland Power? 17 return on equity for the period 1986 to 2006,
18 MS. PERRY: 18 and it shows that the total adjustments
19 A. Inisolation | would agree, yes, but relative 19 express asa percentage of return on equity
20 to other utilities, no, because others have a 20 vary from anegative 11.2 to apositive 11.6
21 weather normalization reserve aswell, soon a 21 and it points out an average for the entire
22 relative basis, we're equal. 22 period of one percent. But if we seeon the
23 MR. JOHNSON: 23 chart next to itor following it and |
24 Q. You'retalking about other jurisdictions in 24 appreciate thisjust brings us up to 2006, but
25 Canada? 25 it would save havingto ask you todo it
Page 114 Page 116
1 MS. PERRY: 1 again, but you do see, for instance, 2004,
2 A lam. 2 2005, 2006 some significant balancestherein
3 MR. JOHNSON: 3 the weather normalization. So that would be a
4 Q. Not the United States, right? 4 significant issue for volatility of earnings,
5 MS. PERRY: 5 at least on ayear to year basis, right?
6 A. | haven't done asurvey of the onesin United 6 MS. PERRY:
7 States, but | do believe if we go to Appendix 7 A. Yes | would agree, whichiswhy we applied
8 B, to Ms. McShane' s evidence inwhich she 8 and we have a weather normalization account.
9 outlines al of the comparable utilities, 9 MR. JOHNSON:
10 within that a number of utilitiesdo have a 10 Q. Andtheearningsvolatility is another way of
11 weather normalization reserveinthe United 11 saying, you know, your earningsareup and
12 States, yes, or some form of weather variance 12 down in aparticular year on account of
13 reserves. 13 something like this, and would--if
14 MR. JOHNSON: 14 Newfoundland Power did not have this weather
15 Q. Butyou'reasoawarethat quite anumber do 15 normalization protection, its risk would go up
16 not? 16 as an investment?
17 MS. PERRY: 17 MS. PERRY:
18 A. | believenine of thethirteen utilitiesin 18 A. Again, relative to other utilities with the
19 Ms. McShane' s evidence had it and that’s dll 19 weather normalization reserves that have,
20 I’m aware of. 20 would have similar sales profile like
21 MR. JOHNSON: 21 Newfoundland Power, yes, everything else being
22 Q. Well I'll takethat up with Ms. McShane, not 22 equal, | would agreethat the weather would
23 you. Butif you could turnto the answer, 23 factor into the volatility in Newfoundland
24 again thiswas a cross aide, which isfrom the 24 Power’ s sales and hence earnings.
25 2008 GRA, CANP-141? 25 MR. JOHNSON:
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1 Q. Regarding PEVDA, the PEVDA account cameinto | 1 the forecast pension costsfor the upcoming
2 force January 1st, 2010, do you recall that? 2 year.
3 MS. PERRY: 3 MR. JOHNSON:
4 A. Yes, that iscorrect. 4 Q. Andinterms of--and so therising or falling
5 MR. JOHNSON: 5 pension asset values, that was aways there
6 Q. Andprior toPEVDA, Ms. Perry, | think you 6 prior to discount rate variahility, right?
7 will confirm that Newfoundland Power was at 7 MS. PERRY:
8 risk for any degree of variability and/or 8 A. Yes, but | would state that 2008 was a big hit
9 predictability that was associated with 9 to the return. We lost 16 percent in 2008, so
10 forecasting pension expense, correct? 10 we had not experienced that prior.
11 MS. PERRY: 11 MR. JOHNSON:
12 A. Yes, | would agree; however, aswe laid out in 12 Q. Butthere sbeen years, I'm sure, in the past
13 the 2009 evidence, the predictability of the 13 where there's been sizable losses and sizable
14 pension expense had changed substantially from |14 gains.
15 where it was prior to 2008. 15 MS. PERRY:
16 MR. JOHNSON: 16 A. | would haveto check way back in history, but
17 Q. Okay, and you did point that out in the last 17 certainly not in my recollection.
18 case, but interms of the variability that 18 MR. JOHNSON:
19 existed prior to that account’ s establishment, 19 Q. Could I turnyouto -- | won’t turn you there,
20 that variability could arise, | take it, from 20 I'll just reflectit for the record. The
21 falling or a rising pension asset values, 21 Commissioners can read it at some point. But
22 right? 22 in CA-NP-596 | asked Newfoundland Power to
23 MS. PERRY: 23 please quantify -- well, we can go there. |
24 A. Yes, that iscorrect. 24 asked Newfoundland Power to quantify in dollar
25 MR. JOHNSON: 25 termsthe amount of risk that Newfoundland
Page 118 Page 120
1 Q. Andchanges in thediscount rateas well, 1 Power was exposed to for each of the five
2 right? 2 years prior to the PEVDA and then | wastold
3 MS. PERRY: 3 that Newfoundland Power has never performed an
4 A Yes 4 assessment on the basisrequested. Sol've
5 MR. JOHNSON: 5 got another aide that we can go to that might
6 Q. Okay, and how would the forecasting of pension | 6 shed light on this. And Ms. McShane (sic),
7 expense be impacted by the falling or rising 7 this -- oh, I'm sorry, Ms. Perry. Ms. Perry,
8 pension asset values? 8 isthere any doubt, | mean, arewereadly in
9 MS. PERRY: 9 any dispute at all that the PEVDA did reduce
10 A. Just so | understand the question, Mr. 10 risk that Newfoundland Power previously had
11 Johnson, how would the pension expense be 11 been subject to?
12 impacted? 12 MS. PERRY:
13 MR. JOHNSON: 13  A. Mr. Chairman, during thelast rate case when
14 Q. How could theforecasting of the pension 14 we applied for the PEVDA, circumstances had
15 expense be impacted by falling or rising 15 changed. Prior to that period, the volatility
16 pension asset values? 16 indiscount ratesjust simply wasn't there.
17 MS. PERRY: 17 Wesaw a two percent movement in discount
18 A. Wdl certainly if we forecast forward our 18 rates in one year in 2008. So we had not seen
19 pension expense, we take the best available 19 those movements prior.  So, not having that
20 information we have, which would be the most 20 level of volatility with assets and discount
21 current discount rates and the current earned 21 rates, you' re given an opportunity to project
22 return on those assets for that particular 22 forward with some reasonable basis. But in
23 year, we would then look to the future, with 23 2008, and hence when we came forward in 2009,
24 future discount rates and the expected return 24 the world had substantially changed with
25 on the assets and apply that to determining 25 respect to the volatility with discount rates.
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1 So I'm not surethat | will agreethat | was 1 difference, so the pension expense was a bit
2 exposed to the same level of risk because the 2 higher than the test year pension expensein
3 risk wasn't thereprior. This variability 3 that year, | takeit?
4 wasn't there prior to this time period. 4 MS. PERRY:
5 MR. JOHNSON: 5 A. Yes, that's how this particular RFI was
6 Q. Butthere wascertainly -- therewas till 6 completed. It was completed on the basis that
7 certainly forecast risk prior to that 7 the base was the test year in 2004, yes.
8 volatility of some degree, but - 8 MR. JOHNSON:
9 MS. PERRY: 9 Q Okay. And so, to put the 490 into
10 A. Certainly. 10 perspective, if inthat particular year, if
11 MR. JOHNSON: 11 you had a PEVDA, the 490 would have just been
12 Q. - but now, Ms. Perry, you confirm for us that 12 absorbed into the PEVDA and it would not have
13 that risk has been totally eliminated, right, 13 been an extra expense that Newfoundland Power
14 by the PEVDA? 14 would have had to meet over test year forecast
15 MS. PERRY: 15 of the pension expense? Would that be right?
16 A. Currently, yes, | would agree. 16 MS. PERRY:
17 MR. JOHNSON: 17 A. Mechanically speaking, | think, yes, that’'s
18 Q. Right. 18 right. We didn’t have aPEVDA then, but if
19 MS. PERRY: 19 you were to base it off of 2004, yes.
20 A. Butagain, riskisarelativething. Pension 20 MR. JOHNSON:
21 expense deferral accounts are also commonwith (22 Q. And 2005, it was 1.5 million; 2006, but there
22 regulated utilities, so Newfoundland Power is 22 might be some early retirements captured into
23 certainly no more or less exposed than those 23 that as well, | would take it, early
24 other utilities. 24 retirement packages. Would that be right?
25 MR. JOHNSON: 25 MS. PERRY:
Page 122 Page 124
1 Q. Who might have them, but | thought that to the 1 A. Yes, the pension numbers, Mr. Chairman, that
2 extent -- to the extent that there was any 2 you're looking at here, the pension expense
3 risk at al priorto PEVDA on forecasting 3 numbers, are inclusive of an early retirement
4 pension expense, that has been taken away, 4 program that we completed in 2005 and | do
5 correct? 5 recall atthe last hearing where we were
6 MS. PERRY: 6 specifically asked would the PEVDA include
7 A. | will agree with that, yes. 7 changesto pension expensethat were within
8 MR. JOHNSON: 8 management’ s control and we advised no at that
9 Q. Andasl pointed out in this CA-NP-596 when | 9 time, and certainly an early retirement
10 referred, Newfoundland Power was asked to 10 program would be one of those decisions we
11 provide that but they’ ve told me they’ ve never 11 would make and would be within management’s
12 performed an assessment on the basis 12 control. So if you are comparing applesto
13 requested, and so I'd like to bring you to 13 apples, you would have to remove the early
14 another answer from the 2010 GRA which would |14 retirement program cost from pension expense
15 be Information -- I’'m not sure, Ms. Glynn? 15 here because they would not be captured by the
16 MS. GLYNN: 16 PEVDA.
17 Q. That hasn't been entered yet, so Information 17 (12:15 p.m.)
18 Item No. 13. 18 MR. JOHNSON:
19 MR. JOHNSON: 19 Q. Wdl say, 2004, the 490 was not an example of
20 Q. That can be No. 13. That would be the CA-NP- 20 that?
21 189. Ms. Perry, this table provided the Pro 21 MS.PERRY:
22 formatransfersto or from the Pension Expense |22 A. No, that wasprior totheearly retirement
23 Variance Deferral Account based on the pension |23 program.
24 expense for each year from 2004 to 2009 and 24 MR. JOHNSON:
25 so, for instance, in 2004, $490,000 25 Q. And that's real money. That's $500,000,
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1 right? So that’sarisk that you no longer 1
2 haveto worry about as Newfoundland Power’'s | 2
3 CFO? 3
4 MS. PERRY: 4
5 A. Wehad therisk. Therisk of the exposure was 5
6 much more limited than what it is today. 6
7 MR. JOHNSON: 7
8 Q. Okay. But back in 2004, | think your evidence 8
9 would confirm that the discount rate issue 9
10 bouncing around, that was not an issue then 10
11 because that only arose later, right? 11
12 MS. PERRY: 12
13 A. That waslater, yes. 13
14 MR. JOHNSON: 14
15 Q. Yes. Andnow, thevolatility and discount 15
16 rates are much reduced, | take it? 16
17 MS. PERRY: 17
18 A. From what particular point, Mr. Johnson? 18
19 MR. JOHNSON: 19
20 Q. Fromthe high point beforeyou applied for 20
21 this PEVDA. 21
22 MS. PERRY: 22
23 A. Wehaven't seen the two percent, but | believe 23
24 they’ re about three percent lower still since 24
25 the last time we were here. 25

Page 127
2012?
MS. PERRY:

A. Weéll, | have yet to go through that, but I've
been told that | -- but | have to confirm this
because| haven’t looked at the assumptions
provided by Mercers-- that it's somewhere
lower than the 490 and closer to the 450.

MR. JOHNSON:

Q. Okay. Sothat would -- areyou looking to
adjust test year expenses upwardsthen on
account of the drop in discount rate?

MS. PERRY:

A. No, the way that it would operateis that
changes to oPeB would flow through the oPEVDA
or the -

MR. JOHNSON:

Q. Soyou're not worried about them, but without
the oPEBS you would have been worried about
them and you would have had to file an update,
would you have not, to your evidence?

MS. PERRY:

A. Well, depending on timing and depending on all
other cost changes, a consideration would have
had to have been made, | will agree. 1 will
aso, for the record, note that our pension

Page 126
1 MR. JOHNSON: 1
2 Q. Could Iturn to the topic of oPeBs, and 2
3 particularly page 39, and I’'mreferring in 3
4 particular to Table 3.6 which sets out OPEBS 4
5 expense from 2010 to 2014 estimated, and Ms. 5
6 Perry, we seethat the OPEBS expense is 6
7 forecasted to take about a 1.2 million dollar 7
8 jumpin 2013 and stay pretty close to that 8
9 number again in 2014. Y ou see that? 9

10 MS. PERRY: 10
11 A. Yes, | do. 11
12 MR. JOHNSON: 12
13 Q. Okay. And at footnote 29, which was on the 13
14 following page, at page 310, it saysthat "the 14
15 forecast discount rate for 2013 and 2014 is 15
16 4.9 percent and is based on current market 16
17 indications. The actual discount rate used to 17
18 value the oPEBs obligation and related annual 18
19 OPEBS expense isdetermined at December 31st |19
20 each year" and it indicates "the approximately 20
21 5.6 million dollar increase in OPEBS 21
22 obligation as at January 1st, 2012 was 22
23 determined by Mercer, the company’s 23
24 actuaries." What did your actuaries determine 24
25 to be the discount rate as at December 31st, 25

Page 128
assetsin our pension plan -- I’ve not been
through this, but I'vebeen told that the
return was higher than our expected return.
So therefore, that will bea positive to
customers. So we have thingsthat go down.
We have things that go up. And you know, you
have to sort of consider al of them together
before -- without just one thing in isolation.

MR. JOHNSON:

Q. Wdll, Ms. Perry, what would have been -- or
can you put adollar figure on the expense of
the impact of -- if asyou say, and this will
be subject to confirmation, perhaps you can
confirm thisby way of an undertaking, what
the discount rate would -- the changein the
discount rate down to closer -- did you say to
4.5 from 4.9?

MS. PERRY:

A. It'scloser to 4.5. I'd have to get the exact

number.
MR. JOHNSON:

Q. Okay. And what would that approximate in
termsof anincreasein thecost of annual
OPEBS expense?

MS. PERRY:
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1 A. If wecould goto CA-NP-12771 believe that’s 1 Q. $400,000. And Ms. Perry, in the absence of
2 our Annual Report and those sensitivities are 2 the OPEVA -
3 outlined there. If you could go to the 2011 3 MS. PERRY:
4 Report, Chris? And just go ondown. Goto 4 A. OPEVDA.
5 the businessrisk section | believeitis. Go 5 MR. JOHNSON:
6 on down. Okay, just onemore. Just up one 6 Q. PEVDA, you-- Newfoundland Power, at this
7 page, thank you. Right here - 7 stage of the rate application, would most
8 MR. JOHNSON: 8 definitely be providing an update from Mercers
9 Q. What page, Ms. Perry? 9 indicating that the discount rate had gone
10 MS. PERRY: 10 down and the OPEBS expense has gone up,
11 A. Oh, sorry. What pageisthis, Chris? 11 correct, and filing -- and having the new
12 MR. CHRISWELLS: 12 expected OPEBS expense put into your revenue
13 Q. 3. 13 requirement for the test year?
14 MS. PERRY: 14 MS. PERRY:
15 A. Sothis is-- what'son thischartin the 15 A. Wdl actually, thisis not completed yet, the
16 Annual Report isactually the sensitivities 16 2011, and | believe the assumptions letter
17 for the change in the discount rate assumption 17 from Mercers, thedraft version of it, was
18 and the rate of return on plan assets for the 18 received afew days ago, sothis is new
19 company’s main pension plan. So you'll seeon 19 information.
20 thelast two lines, the changein discount 20 MR. JOHNSON:
21 assumption isreally arange of 3.5t0 4 21 Q. Itisnew, but let us say that the information
22 percent, 4.4 percent, for a one percent change 22 becomes solidified and it points to a $400,000
23 in the discount rate. 23 increase in OPEBS expense for 2013 -- and |
24 MR. JOHNSON: 24 guessyou can update us on what it will be
25 Q. Okay. Can you put that into terms that we can 25 while this proceeding is ongoing?
Page 130 Page 132
1 understand in terms of the impact back on the 1 MS. PERRY:
2 annual OPEBS expensein Table 3.6? 2 A, It will be simply just oneof our costs
3 MS. PERRY: 3 though, Mr. Johnson. | guess| have concern
4 A. Thevolatility with respect to OPEBSis more 4 about just displaying one cost associated with
5 in line with a one percent change in discount 5 Newfoundland Power, but yes, we can get that
6 rates, is on average about million dollarsin 6 number.
7 OPEBs expense. Soif weare -- everything 7 MR. JOHNSON:
8 elsebeing equal, if we aredecreasing our 8 Q. Okay. I'm just going toask an obvious
9 OPEBS expense from 490 to 450, that’s 40 basis 9 question, Ms. Perry. The obvious question, it
10 points. Soit’s probably 400,000. 10 seemsto me, isthat inthe absence of the
11 MR. JOHNSON: 11 OPEVDA, there' d be no two ways around the fact
12 Q. Over and above what we see for 2013 expected? |12 that if Newfoundland Power wasin ageneral
13 MS. PERRY: 13 rate application and their actuaries had just
14  A. For OPEBS, yes. 14 told them that discount rate isgoing up and
15 MR. JOHNSON: 15 the annual OPEBS expense was going to have --
16 Q. Andasimilar amount for 20147 16 or discount rateisgoing down, so the OPEBS
17 MS. PERRY: 17 annual expenseisgoing up, you'd definitely
18 A. Yes, that iscorrect, assuming all else being 18 be filing an update saying we' d have to change
19 equal. 19 the revenue requirement by the four or five
20 MR. JOHNSON: 20 hundred thousand dollars. You wouldn’t eat
21 Q. Assuming that holds true again. So you say 21 that, would you?
22 about a half million? 22 MS. PERRY:
23 MS. PERRY: 23 A. | would haveto look at in the context of all
24 A. 400,000, yeah. 24 of our costs. | mean, that's how we would
25 MR. JOHNSON: 25 base a decision of whether we would refile a
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1 forecast and if it was materialy different, 1 exceed the maximum price as set out in the
2 then yes, we would consider refiling. 2 following table asof the applicable dates'
3 MR. JOHNSON: 3 and | understand that this came into force of
4 Q. And getting to the underlying, one part of the 4 law in April of 2012, April 16th, and it says
5 OPEB isthe drug benefit for both employees 5 "from April 16th, 2012 to September 30th,
6 and retirees, correct? 6 2012, the maximum price to be charged is45
7 MS. PERRY: 7 percent of the brand name price" and then from
8 A. Thatiscorrect, yes. 8 October 1st, 2012 to March 31st, 2013, it
9 MR. JOHNSON: 9 drops, 40 percent of the brand price would be
10 Q. Andyour plan reimbursesonly for the lowest 10 the maximum allowed, and April 1st, 35 percent
11 price interchangeable drug unless the 11 of the brand price, and Ms. Perry, | asked a
12 physician indicates no substitution. That's 12 question of Newfoundland Power when | was made
13 what the plan callsfor? 13 aware of this, which waslate in the day, |
14 MS. PERRY: 14 have to confess, about whether thiswould be
15 A. Thatiscorrect, yes. 15 taken into account in Newfoundland Power’s
16 MR. JOHNSON: 16 2013 and 2014 oreBs expense and before turning
17 Q. Andl havebrought before you for across- 17 to the reply, will it be reflected in the test
18 examination aide a document entitled Maximum - 18 year requirements, this change? Because
19 - or aprintout from the Health and Community 19 presumably it’[l mean that the cost will be
20 Services website. 20 going down under this price control
21 MS.GLYNN: 21 legidlation.
22 Q. That would be Information Item 14. 22 MS. PERRY:
23 MR. JOHNSON: 23 A. Sointhe responseto the question that the
24 Q. 14. This is an introduction to the 24 Consumer Advocate had with respect to would
25 Newfoundland and L abrador | nterchangeable Drug 25 thisimpact our -
Page 134 Page 136
1 Products Formulary that's printed off 1 MR. JOHNSON:
2 relatively recently, in January 2013, and this 2 Q. CA-NP-683. | guess we might aswell go there.
3 gives background on what the province hasdone | 3 (12:30 p.m.)
4 in relationto the formulary. And as | 4 MS. PERRY:
5 understand it, Ms. Perry, essentially what has 5 A. Yes, CA-NP-683. So what this response to the
6 happened is that a regulation has been brought 6 RFI states is that the impact of the
7 in, which isalso goingto befiled as an 7 regulations will or should be expected to
8 information piece. The regulation is brought 8 reduce the cost of drugs inside the program.
9 under the Pharmaceutical Act, as| understand 9 So, the theory, and conceptually thisistrue,
10 it, and theimpact is that the province 10 that the less you have to pay for drugs, then
11 basically has brought in price controls on 11 the lower your health care trend rate should
12 generic drugs, right? 12 be, all elsebeing equal. So | had afurther
13 MS. PERRY: 13 discussion with our actuarieswhich provide
14 A. That is my understanding, yes. 14 the long term health care trend rate and the
15 MR. JOHNSON: 15 answer wasn't a surprise in the fact that the
16 Q. Okay. Andif weturnto pagetwo of six of 16 health care trend rate, asstated here, is
17 that -- oh, 1I’'m sorry, not two of six. It 17 based on historical claims experience,
18 would be page three of six. Actualy, | think 18 expectations related to aging, drug
19 you should still be back on the-- or maybe 19 consumption, long term expectations for future
20 you are. No, you are, okay. Keep on going 20 drug costs. So this isone variable inside.
21 down to where -- there you are. Keep going. 21 All elsebeing equal, | will agree that the
22 Yes. And essentialy, they’ve set out in this 22 health care trend rate should come down. The
23 information document what the regulation 23 discussion with Mercers and actually with Blue
24 statesand it statesthat “the price for a 24 Cross, and | had a further conversation with
25 product listedin the formulary shall not 25 them, about the practicality, | guess, of
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1 trying to summarize the impact that this could 1 OPEBS expense for 2013E and 2104E when -- in
2 have on our health caretrend rate and they 2 Table 3.6, those numbers were devel oped when?
3 basically say that it's just simply not 3 MS. PERRY:
4 practical to forecast the impact because we 4 A. Around August, September when we filed.
5 have no claims experience. We have no proof, 5 MR. JOHNSON:
6 for lack of abetter word, asto what this 6 Q. Andwhen were you aware of the legislation?
7 legidlation is actually going to mean for our 7 MS. PERRY:
8 plan. And so it would, | guess, be premature 8 A. Wdl, | wasn't aware until the RFI, but the
9 to reduce the health care trend rate at the 9 plan administrator was aware of it and our
10 expense of having to really increaseit by a 10 service provider, which was Blue Cross,
11 further amount in the future, if in fact it’s 11 actually implement -- it’s automatic that they
12 not going to result ina reductionin our 12 get these legislation changesand so it was
13 health caretrend rate. Sothe approach is 13 implemented inside of our planin April.
14 going to be that we will monitor our results 14 MR. JOHNSON:
15 and hopefully it will reduce our costs and if 15 Q. When -- how long are the actuaries saying it
16 it reduces our cost, it will bereflected in 16 will take-- | mean, let’sput it thisway.
17 our oPeBs expense and that will be reflected 17 If thisinformation had been known to them say
18 through the OPEVDA again. 18 last year, presumably this number for 2013 and
19 MR. JOHNSON: 19 2014E would be different than what we're
20 Q. Butl guessthe -- all other things being 20 seeing now. We presume that because there's
21 equal, thiswould be expected to reduce the 21 been a change, | takeit, right? | mean, how
22 actual oPeBs cost in 2013, 2014? Would that 22 much time would be required to figure it out?
23 be a fair statement? Because of the 23 MS. PERRY:
24 introduction of the legislation. 24 A. No,| -- my conversation with Blue Cross,
25 MS. PERRY: 25 because | asked that, whenwill we start
Page 138 Page 140
1 A. There are many moving parts, because obviously 1 seeing potentially -- it would till be hard
2 if 2013 and ' 14 are high price increases with 2 to have alinear relationship because so much
3 the drugs themselves, regardless of what 3 goeson inside of aplan, but how long would
4 percentage you pay, the drug cost may actually 4 it take, and he said, you know, it probably
5 goup. Soagain, there’'s many variables and 5 would take a couple of yearsbecause, you
6 judgments that are applied when you look 6 know, it'sthe takeup of thedrugs, the
7 forward. So one of the best indications of 7 nature of the drugs, just trying to get some
8 where the rate is going is based on experience 8 trend lines with the usage and the cost of the
9 and Mercer’'s view that it's, from a timing 9 drugs. And | believethe 4.5 isalso not an
10 perspective, it's premature to actually 10 absolute number. It's withina range of
11 project what this is going to mean to us, and 11 return which isthe hedth caretrend rate
12 just to put it in context, about 60 percent of 12 assumption. So, | think if we start to see
13 our plan isgeared towards generic drugs 13 trends that are lower than that, we'll bowl to
14 roughly today, and this legislation appliesto 14 reducing the trend over the next several
15 apercentage of those generic drugs. Soit's 15 years. But | suspect it’ll take a couple of
16 not even applying to all of our drugs. Itis 16 years.
17 alist of drugs, but it’s not applying to all 17 MR. JOHNSON:
18 the drugs with inside of our plan. But all 18 Q. Haveyou received anything inwriting from
19 things being equal, | hope that this will tend 19 Mercersindicating what their opinion isin
20 to reduce health care trend costsand that 20 terms of quantification at thistime of the
21 will be reflected in future oPEBS expense and 21 changes, of the effect of the regulation?
22 that will certainly return to customers when 22 MS. PERRY:
23 that happens through the OPEVDA. 23 A. Mr. Chairman, | asked Mercersto provide me
24 MR. JOHNSON: 24 their opinion and the response that we
25 Q. Sothe numbersthat we are using for your 25 provided in CA-NP-683 is substantially
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1 confirmed with Mercers that it was unpractical 1 Q. Towardstheend, Chris.
2 to quantify at thistime. 2 MR. JOHNSON:
3 MR. JOHNSON: 3 Q AndI'm atthe-- athough the page isnot
4 Q. Didthey provide aletter or areport in that 4 numbered, it'sthe second pagein under the
5 regard? 5 paragraph "modestly weaker financial metrics
6 MS. PERRY: 6 expected in future" Andthisis where, as
7 A. No, they did not. 7 you correctly point out, they state that
8 MR. JOHNSON: 8 "Newfoundland Power’s ratios continueto be
9 Q. Itwasjust atelephone call? 9 somewhat weaker than those of other BAA rated
10 MS. PERRY: 10 peers -- BAAL rated peers, predominantly
11 A. Itwasatelephone call. I'm not sureif they 11 engaged in transmission and distribution such
12 followed up with an e-mail to confirm, but it 12 as Fortis AlbertaInc., FAB, a sister company,
13 was atelephone call. 13 Connecticut Light and Power, Orange and
14 MR. JOHNSON: 14 Rockland Utilities and Public Service Electric
15 Q. Withrespect to theissue of credit ratings, 15 and Gas Company. We expect Fortis Albertato
16 Ms. Perry, you indicated when you testified on 16 generate cash flow plusinterest to cash flow,
17 direct at page 152 - 17 interest coverage in the four times range and
18 MS. PERRY: 18 CFo pre-working capital to debt of about18
19 A. Wherearewe? Oh, on testimony, okay. 19 percent going forward. CLP, O&R, PSE&G have
20 MR. JOHNSON: 20 reported cash flow interest coverage inthe
21 Q. Youtestified that -- starting at the bottom 21 four times to five timesrange" et cetera.
22 of 151, "1 would be surprised if Moody’s or 22 And then they say "in contrast, we expect
23 DBRSwere to indicate an appropriate level of 23 Newfoundland Power to generate cash flow
24 ROE for Newfoundland Power one way or the |24 interest coverage in the low three range and
25 other" and then you say "what Moody’s has 25 cash flow todebt inthe 15 percentto 17
Page 142 Page 144
1 indicated quite clearly is that Newfoundland 1 percent range. These figures are modestly
2 Power’s financial metrics are somewhat weaker 2 weaker than Newfoundland Power’s 2010 results
3 than those of its peers which they state are 3 and reflect, in part, Newfoundland Power’s
4 Fortis Alberta, Connecticut Light and Power, 4 2011 dlowed ROE of 8.38, down from9 in
5 Orange and Rockland Utilitiesin New Y ork and 5 2010."
6 Public Service Electric and Gas in New 6 Sowhen | heard you state that in your
7 Jersey." And Ms. Perry, but you did not go on 7 direct, | thought that Moody’s had expressed
8 to say however that Moody’ s has not expressed 8 some concern, but clearly they’'re not
9 any concern about that, right? | mean, that’s 9 expressing any concern about that, right?
10 normal that your metrics have been lessthan 10 MS. PERRY:
11 those peers? 11  A. As | said, they’'re indicating that we're
12 MS. PERRY: 12 aready lower than our peers and they expect
13 A. I'mnot surel would cal it normal, but it’s 13 usto be acertain range, but we're already
14 certainly been existing for awhile, yes. 14 lower than our peers, yes.
15 MR. JOHNSON: 15 MR. JOHNSON:
16 Q. Butit'snot aconcern of Moody’s? 16 Q. Andthat’'s their expectation. You've been
17 MS. PERRY: 17 lower than your peersfor awhile. | mean, |
18 A. | wouldn'tgo as far to sayit’s not a 18 remember having this discussion with you back
19 concern. Thefact that they mention that we 19 in the last rate case, right?
20 are weaker than our peersis obvioudly anitem 20 MS. PERRY:
21 of interest to Moody’s. 21 A. Yes, and the proposal in this application, in
22 MR. JOHNSON: 22 my view, puts uspretty squareinto where
23 Q. Canl turnyou to the Moody’s July -- 19 July 23 Moody’sis saying we should be, because our
24 2011 opinion at Exhibit 4? 24 CFOtointerest is3.4. They're saying low
25 KELLY, Q.C: 25 threes. And they're saying CFOto debt, we

Discoveries Unlimited Inc., Ph: (709)437-5028

Page 141 - Page 144




January 15, 2013

Multi-Page™

NL Power Inc. 2013 GRA

Page 145 Page 147
1 expect to be in the range of 15to 17 and our 1 and | think, actually, for 2014E on Exhibit 3,
2 proposal is 16.4. So | think we're square 2 we still see cashflow to interest times
3 into what they expect us to achieve. 3 coverage, assuming that there' s no rate relief
4 (12:45 p.m.) 4 at all granted, of cashflow to interest
5 MR. JOHNSON: 5 coverage of 3, okay. Mind you, cashflow to
6 Q. Wadll,infact, Ms. Perry, if you turn to your 6 debtisalittle -
7 evidence at Exhibit 3, keepingin mind what 7 MS. PERRY:
8 they said that we expect Newfoundland Powerto | 8  A. Areyou back on Exhibit 3? Sorry, | was -
9 have cashflow interest coverage inthe low 9 MR. JOHNSON:
10 three timesrange - 10 Q. Yeah, I just wanted to remind ourselvesfor a
11 MS. PERRY: 11 second.
12 A. Sorry, where are you, Mr. Johnson? 12 MS. PERRY:
13 MR. JOHNSON: 13 A. Okay.
14 Q. I'mjust reminding ourselvesthat they say, 14 MR. JOHNSON:
15 "In contrast, we expect Newfoundland Power to (15 Q. 2014E shows cashflow to debt of 3 times, and
16 generate cashflow interest coverage in the low 16 cashflow to debt of 13.7.
17 three times range, and cashflow to debt in the 17 MS. PERRY:
18 15to 17 range". Just turn over to Exhibit 3 18 A. Yes
19 for 2013. It seems to me that that indicates 19 MR. JOHNSON:
20 that in 2013, even without any rate increase 20 Q. AndinMoody’s now at Exhibit 4, what could
21 at al, in line 38, cashflow to interestis 21 change the rating down - there you go.
22 3.2, and cashflow to debt is15.5, sothat 22 Moody’s say, "We consider adownward revision
23 would still meet Moody’s criteria, correct? 23 of Newfoundland Power’ s rating to be unlikely
24 MS. PERRY: 24 in the near term. However, Newfoundland
25 A. Yes, but certainly, Mr. Chairman, I'll 25 Power’ s rating would likely be downgraded if
Page 146 Page 148
1 acknowledgethat it's on thelow end of the 1 we perceived ameaningful reductionin the
2 range and that’snot necessarily the place 2 level of regulatory support, combined with
3 that you try to operate the business at, which 3 weaker liquidity and a sustained deterioration
4 isadownward slope of matrix. 4 of Newfoundland Power’ s financial matrix, such
5 MR. JOHNSON: 5 as cashflow interest coverage of lessthan 2
6 Q. Butmy point being that they said cashflow 6 times, 2.6 times, cashflow to debt in the low
7 interest coverage in thelow 3range, and 7 teens', and | think RCF, that’ s free cashflow
8 cashflow to debt inthe 15to 17, and I’ m just 8 to debt below 9. Now Ms. Perry, it’s obvious
9 telling you the 2013 E establishes that, 9 that when | read that, that even 2014 without
10 correct? 10 an ounce of rate relief, you' re above cashflow
11 MS. PERRY: 11 interest coverage of 2.6; in fact, you're at
12 A. lwill agree, and! will agreethat if you 12 3, and you’re just getting into the low teens
13 look to 2014, we're down to 3, and 13.7, which 13 in cashflow to debt.
14 is below the level indicated by Moody’s. 14 MS. PERRY:
15 MR. JOHNSON: 15 A. Soback tothe Moody’s report where it says,
16 Q. As a matter of fact, there's hardly any 16 you know, credit downgrade could be possible
17 difference between 2012 and 2013 at al, from 17 with a perceived meaningful reduction in the
18 the point of view of those matrices, and 2012 18 level of regulatory support, combined with
19 was a year completely consistent with your 19 reduced matrix, well, these matrix are, while
20 financial integrity, was it not? 20 not outside the range - well, oneisoutside
21 MS. PERRY: 21 the range because 13.7 is pretty well -
22 A. Yes,we've maintained our credit ratings, | 22 MR. JOHNSON:
23 will agree. 23 Q. | grantyou, that’salow teen.
24 MR. JOHNSON: 24 MS. PERRY:
25 Q. Yeah. If you could turn back to Exhibit 4, 25 A. It'salowteen. So, you know, one isout,
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1 and the other is deteriorating, and we are 1 A. | agreethat’swhat the document says.
2 earning aregulated return on equity of 6. 89 2 MR. JOHNSON:
3 percent onthat basis. Sol would have 3 Q. Anddo you make presentations to Moody’s and
4 concern that in this situation Moody’ s would 4 the bond rating agencies?
5 evaluate that the regulated utility is 5 MS. PERRY:
6 permitted to earn areturn of 6.89 percent in 6 A. Yes | havediscussionswith them and wetry
7 relation to all other utilities earning 7 to meet at least once ayear.
8 something abovethat, so it would be the 8 MR. JOHNSON:
9 lowest in the country, combined with these 9 Q SoinMoody’'s case, thisisthe last credit
10 weaker financial matrix, is exactly why | 10 opinion?
11 would address that | would have serious 11 MS. PERRY:
12 concerns that thiswould impact Newfoundland |12 A. Yes.
13 Power’ s financia integrity. 13 MR. JOHNSON:
14 MR. JOHNSON: 14 Q. When did you last meet with Moody’ s?
15 Q. AndI grant you that that’s not going to be 15 MS. PERRY:
16 the outcome, but it's illustrative of 16 A. | had adiscussion with them the latter part
17 something, and thatis in terms of that 17 of August prior to filing this Application.
18 cashflow interest coverage of less than 2. 6 18 MR. JOHNSON:
19 timesthat Moody’stalks about, and they’d 19 Q. Okay, and did that discussion happen on the
20 have to see that on - they’ d have to see that 20 telephone?
21 on asustained basis, and you wouldn’t even 21 MS.PERRY:
22 get there if thisBoard decided to throw out 22 A. Yes, itdid.
23 your entire case and say come back in 2015, 23 MR. JOHNSON:
24 and you had to survive on the current rates. 24 Q. And sodo you provide them a presentation of
25 MS. PERRY: 25 Newfoundland Power’s case, | mean, in terms of
Page 150 Page 152
1 A. Which, Mr. Chairman, would be a 6.89 percent 1 - you must provide them with a presentation in
2 rate of return on common equity. 2 paper, in writing?
3 MR. JOHNSON: 3 MS. PERRY:
4 Q. AndI'm not advocating that. 4 A. Notin2012. They had certain changeover in
5 MS. PERRY: 5 their staff, which iswhy | had atelephone
6 A. No, but that'swhat the result isright here 6 conversation with them in August. The plan
7 for 2014. So you've got to take one with the 7 will be that once we understand the outcome of
8 other, and | think it's all considered in 8 this particular rate case, because rate cases
9 Moody’ s evaluation of how this utility is set 9 are pretty significant to credit rating
10 up for the future. So you can't just look at 10 agencies, that we will arrange atime to meet
11 matrix in isolation of the full context of how 11 with both DBRs and Moody’sand wak them
12 Newfoundland Power and what Newfoundland Power |12 through the order and the impact that it will
13 could earnin that particular year. 13 have on Newfoundland Power.
14 MR. JOHNSON: 14 MR. JOHNSON:
15 Q. No, no, | think we're okay on that, and | take 15 Q. Yes, okay, and Ms. Perry, do you sit down with
16 it that there isno contest here between us 16 the rating agencies separately in that
17 that Moody’s istalking about atwo-pronged 17 process, | takeit?
18 approach. They'd needto see not just a 18 MS. PERRY:
19 reduction in the level of regulatory support, 19 A. Oh,yes, yes.
20 but a meaningful reduction inthelevel of 20 MR. JOHNSON:
21 regulatory support, and then combine that with 21 Q. Andwould they cometo St. John’sfor that or
22 asustained deterioration, because that’s what 22 would you go to where they are?
23 the document says, and you'll agree that 23 MS. PERRY:
24 that’s what the document says? 24 A. Unfortunately, they haven't gotten to St.
25 MS. PERRY: 25 John's. | usually got to go to Toronto, yes.
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1 MR. JOHNSON: 1 returns on equity, and in the Board’ s decision
2 Q. Andso when wasthe lasttime you made a 2 at PU-43, page 13, I'd just like to bring you
3 presentation to either DBRS or Moody’ s? 3 to the extract for asecond. PU-43,and I’'m
4 MS. PERRY: 4 on the wrong page here, | think.
5 A. | would haveto confirm, Mr. Johnson. | don’'t 5 MS. GLYNN:
6 believeit wasin 2012, and as| sad, the 6 Q. Itwasfiled asconsent exhibit this morning,
7 credit rating agencies went through a - 7 but you had toget it from the website
8 certainly a bit of turnover inside of the 8 yesterday.
9 agencies themselves, so wejust never - the 9 MR.HAYES:
10 meetings never happened in’12. | would have 10 Q. Wecan getthat on the screen. We'rejust
11 to confirm when it wasin 2011. 11 going to have to hook up the internet again.
12 MR. JOHNSON: 12 MR. JOHNSON:
13 Q. Andso - andwhenyou go up there, you don't 13 Q. I'mlooking for the paragraph -
14 go up therewithout apresentationto give 14 MR. HAYES:
15 them, awritten presentation? 15 Q. That'sthereasonsfor decision, Mr. Johnson?
16 MS. PERRY: 16 MR. JOHNSON:
17 A. | believe thelasttime | wasthere, | did 17 Q. Yes,and | wish| couldfind the paragraph
18 have a few dlidesthat |1 did walk them 18 that | was going to try to bring you to. Yes,
19 through, yes. 19 | seeit. If | could bring you to page 28 of
20 MR. JOHNSON: 20 the Board's decision, particularly line 5.
21 Q. Andwould you gtill have those dides? 21 The Board stated in the passage from line 5 to
22 MS. PERRY: 22 line 12, "That Newfoundland Power bearsthe
23 A. I'dliketo say yes, but I'm not sure. 23 burden of showing that it is appropriate to
24 MR. JOHNSON: 24 discontinue the use of the automatic
25 Q. Would you be ableto undertake to provide us 25 adjustment formula, a well established
Page 154 Page 156
1 with your most recent presentations to each of 1 regulatory tool that was expected to be used
2 DBRS and Moody’ s? 2 to set rates for Newfoundland Power in 2010.
3 KELLY, Q.C. 3 The Board is not persuaded by the evidence of
4 Q. I'll takethat under advisement, Mr. Chairman, 4 Ms. McShane as to the historica under-
5 for consideration. 5 performance of the formula, especially given
6 MR. JOHNSON: 6 the evidence of both Ms. Perry and Mr. Ludlow
7 Q. Wadll, wecan - you want to consider whether or 7 that the automatic adjustment formula
8 not you’ re going to object to that? 8 established appropriate rates of return on
9 KELLY, Q.C: 9 rate ratesfor amost adecade until the
10 Q. I'mgoingto consider, (a) what there isor 10 extraordinary financia market conditions
11 isn't,and I'll advise you as towhat the 11 which developed latein 2008". Ms. Perry, in
12 position we take with respectto it. I'm 12 2009, what was it that had led you to judge
13 simply reserving the position, Mr. Chairman. 13 that the automatic adjustment formula no
14 MR. JOHNSON: 14 longer gave fair and reasonable ROES? Wasit
15 Q. Okay, al right. Well, perhaps what we could 15 thefact that thelong Canadayields were
16 dois look at itin theanon. Similarly, 16 falling, and with them the fair ROE at atime
17 would you keep minutes of the meetings, Ms. 17 when corporate borrowing costs were also
18 Perry? 18 increasing?
19 MS. PERRY: 19 MS. PERRY:
20 A. No, there would be no minutes. 20 A. Yes, that wasafactor, no doubt, that the
21 MR. JOHNSON: 21 operation of the formulawas producing unfair
22 Q. Letmeturn tothe AAF. Ms. Perry, inthe 22 returns, and | believe around that time a
23 last General Rate Application, you indicated 23 couple of other regulatory jurisdictions had
24 that the Board’ s ROE formula until around that 24 suspended theformula as well, which, you
25 time had been giving fair and reasonable 25 know, regulatory consensus on the formulawas
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1 becoming weaker around that time. 1 MR. JOHNSON:

2 (1:00 p.m.) 2 Q. Okay, and doyou regardthe 8 basis point

3 MR. JOHNSON: 3 difference, that being the difference between

4 Q. Andtherewasaconcern, | believe, about the 4 what the Board ordered at 9 percent, and the

5 corporate borrowing cost increasing at the 5 8.92 percent that Dr. Booth’s enhanced NEB

6 same time? 6 formulawould have allowed, do you regard the

7 MS. PERRY: 7 8 basis point difference as being material ?

8 A. Yes 8 MS. PERRY:

9 MR. JOHNSON: 9 A. For clarification, Mr. Johnson, Dr. Booth’'s
10 Q. And we will betaking this up with Ms. 10 display of numbers here, and that would have
11 McShane, and Dr. Booth will be talking about 11 applied to the NEB formula, isit?

12 it aswell, but are you aware that Ms. McShane 12 MR. JOHNSON:
13 recommended an ROE adjustment formula inan |13 Q. He's adjusted, | think, to add a credit
14 Enbridge Line 9 hearing before the National 14 spread. That's my understanding. He'll be
15 Energy Board in 2010, and again in a Gazifere 15 ableto speak toit morefully than I, but
16 hearing before the Regie in 2010, and in both 16 he’' s put agloss, | guess, on the NEB formula
17 cases she supplemented the standard formula 17 and he ends up with a higher number than the
18 with a 50 percent adjustment to credit spread 18 NEB, say, for 2010.
19 changes? Areyou aware of that? 19 MS. PERRY:
20 MS. PERRY: 20 A. Butmy questionisin terms of the parameters
21 A. | amaware. | haven't been throughit in 21 used in the formula, they’ re the parameters of
22 detail, no. 22 the NEB, isit, and not Newfoundland Power, is
23 MR. JOHNSON: 23 what 1’ m suggesting.
24 Q. Canl takeyouto Dr.Booth's testimony at 24 MR. JOHNSON:
25 page 68, and thisis part of adiscussionin 25 Q. Okay.

Page 158 Page 160

1 Dr. Booth’s report where he addresses how he 1 MS. PERRY:

2 would enhance the adjustment models since so 2 A Yeah

3 many were suspended, and he sets out the long 3 MR. JOHNSON:

4 term Canada from 1995 to 2010, and he sets out 4 Q. Okay,well, | want to be careful | don’t get

5 the spread between, | believe, the"A" spread 5 in over my waders a great deal on that topic.

6 using Scotia Capital’sindex, and, | guess, 6 MS. PERRY:

7 the utility bond spread, and then he reports 7 A Yeah

8 what the NEB formulawould produce and he 8 MR. JOHNSON:

9 talks about what his suggestion would have 9 Q. Andperhapswhat | - | was planning, in fact,
10 produced over that period. On the next page, 10 to confer further with Dr. Booth, who' s flying
11 he graphs the results of the standard National 11 back and forth today, because | wanted to
12 Energy Board formulaand his enhancementto |12 confer with him prior to closing testimony
13 it, but you can see that for 2009, it would 13 with Ms. Perry, in any event, so what | think
14 have awarded a fair ROE of 9.39 percent, 14 I'll do istake that under advisement and make
15 versus the actual NEB's formula of 8.57 15 sure that what I'm putting to you iswhat he
16 percent, or about 55 basis pointsmore. Do 16 would intend for me to put to you. Ms. Perry,
17 you see that? 17 | guessyou'll know that it’'s getting late in
18 MS. PERRY: 18 the day when we' re talking about depreciation,
19 A. Yes, | do. 19 | saved that for last. At page 163 of the
20 MR. JOHNSON: 20 transcript when you testified on direct, at
21 Q. AndthisBoard for 2010 decided that afair 21 the bottom of page 162, going upto 163,

22 and reasonable return for Newfoundland Power |22 having been asked, "What financial impact will
23 was 9 percent, correct? 23 the consumer advocate’s proposals have on
24 MS. PERRY: 24 customers’, the answer is that, "Well, a

25 A. Thatiscorrect, yes. 25 prominent feature of the consumer advocate's
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1 depreciation proposals include the transfer of 1 Q. Forthisaccount, and would 11 and 15 years,
2 approximately 70 million dollars net of tax 2 would that be considered short term in
3 that has been collected from customersin the 3 Newfoundland Power’ s judgment?
4 past to the customersin the future”, and | 4 MS. PERRY:
5 takeit you're not implyinginany way that 5 A. Wadll, I think in response to this RFI, we were
6 there is a 70 million dollar revenue 6 trying to make acouple of points. Oneis
7 requirement impact in this case, are you? 7 that it is 11 years, and so it’s not 30 years,
8 MS. PERRY: 8 and the other point isthat - and thisisan
9 A. No, not at thisrate proceeding. My point was 9 estimate based on one plant account. So based
10 that we are fundamentally taking 70 million 10 on, | guess, what actually happensin the
11 that has been collected and incorporating that 11 future, it could be a little bit more, could
12 into lower depreciation rates going forward, 12 bealittle bit less. The point here isto
13 which ultimately means it has to be collected 13 illustrate that upon moving to the ALG
14 from future customers again at some point in 14 methodology, yes, customer's revenue
15 the future. 15 requirement or the revenue requirement
16 MR. JOHNSON: 16 associated with depreciation will be lower for
17 Q. Yougoon tostate, "The proposals havethe 17 a specific period, but not for along period.
18 short effect”, or | takeit you meant the 18 | mean, it's 11 years on this one account, and
19 short term effect - 19 then customers are going to be paying more,
20 MS. PERRY: 20 and I'll also make a point herethat - and
21 A. Yes 21 throughout those 11 years, Newfoundland
22 MR. JOHNSON: 22 Power’ srate base is actually growing and the
23 Q. "Of reducing annual depreciation expense and 23 return on rate baseis actually growing, and
24 the revenue reguirement by approximately 10 24 the crossover point isestimated to be 11
25 million dollars'. What timeframe are you 25 years.
Page 162 Page 164
1 referring to when you state that it’ll have a 1 MR. JOHNSON:
2 short term effect? 2 Q. Andwouldyou takeissuethat the governing
3 MS. PERRY: 3 principles would be principles such as inter-
4 A Ifwe could goto CA-NP-320. This RFI was 4 generational equity and the matching principle
5 filed in response to the expected crossover, | 5 of cost to when the serviceisrendered? |
6 guess, of when the revenue requirement 6 mean, that would be the - that would bethe
7 associated with moving to ALG would actually 7 principles through which this matter should be
8 be higher than ELG, and for reasons that are 8 determined?
9 pointed out in this RFI, there’'s many 9 MS. PERRY:
10 variables that impact the crossover period, 10 A. Ithinkit'sone of the big considerationsin
11 being rate base growth, in terms of what plant 11 the fact that the ELG methodology being a more
12 account you're looking at, the estimates for 12 precise methodology, | guess, with respect to
13 retirement and net salvage, and - but we did 13 breaking out equal life groups, that based on
14 take an account to illustrate and the 14 the expert advice from Gannett Fleming that it
15 crossover was 11 - Chris, if you could just go 15 does match the consumption of the asset with
16 down a bit further, please. So withthe 2 16 the use of theasset, so it's a better
17 percent rate base growth analysis, the 17 matching certainly of the cost of today with
18 crossover point was at 11 years. 18 the customers of today, yes. Soit certainly
19 MR. JOHNSON: 19 Is- it isaconsideration.
20 Q. Andat anet plant growth rate of 4 percent, 20 MR. JOHNSON:
21 the crossover point is 15 years, | think the 21 Q. Okay, I think - I’d like to break now. | may
22 response says. 22 havea small bit more for Ms. Perry inthe
23 MS. PERRY: 23 morning, but I'm - if the Chair isfine with
24 A. Right, for thisaccount, yes. 24 it, I'm certainly preparedto yieldto my
25 MR. JOHNSON: 25 learned friend, Ms. Greene, to ask some
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1 questions prior to me going back to Ms. Perry. 1 aswell asthe forecast for 2012, is that
2 MS. GLYNN: 2 correct?
3 Q. Mr. Chair, we have a couple of options at this 3 MS. PERRY:
4 point. We do note that Ms. Perry will have to 4 A. Yes, that iscorrect.
5 return tomorrow. Ms. Greene has indicated 5 GREENE, Q.C.:
6 that she has about a half hour of questioning, 6 Q. What was the datethat wasused for actual
7 so we could take afive minute break now and 7 information in preparing the forecast? You
8 complete that half hour, or we could break for 8 must have had a cut off datefor actuals.
9 today and complete Ms. Perry tomorrow morning. 9 What was that date?
10 There would be Ms. Greene, any follow-up by 10 MS. PERRY:
11 Mr. Johnson, and then, of course, any follow- 11 A. | believe it to be June, but that would be
12 up by Newfoundland Power tomorrow morning for 12 subject to check. | believe it was June.
13 Ms. Perry. 13 GREENE, Q.C.:
14 CHAIRMAN: 14 Q. Sowehave -inyour forecast for '12,"13,
15 Q. Why don't we forego the break and carry on? 15 and ' 14, we have actual datafor '12 to June,
16 Do you want to do that? 16 you believe?
17 MR. JOHNSON: 17 MS. PERRY:
18 Q. That'sfinewith me. 18 A. ToJdune, yes.
19 CHAIRMAN: 19 GREENE, Q.C.:
20 Q. Anybody vehemently opposed tothat? If you 20 Q. If wecould go for amoment, please, to CA-NP-
21 are, let meknow. I'm not sensitive. 21 409. You did touch on thisissueto acertain
22 MS. GLYNN: 22 degree with Mr. Johnson, and Mr. Johnson or
23 Q. Board staff, and | think the witness would 23 the consumer advocate asked in this
24 appreciate a quick break before we continue on 24 information request as to whether you planned
25 for the next half hour. 25 or expected to update your forecast in this
Page 166 Page 168
1 (1:23p.m.) 1 proceeding, and the answer in the RFI CA-NP-
2 CHAIRMAN: 2 409 was that you did not plan to update those
3 Q. Wdl, I'll defer to the witness. We'll break. 3 forecasts?
4 MS. GLYNN: 4 MS. PERRY:
5 Q. Thank you. 5 A. Thatiscorrect.
6 (RECESS) 6 GREENE, Q.C.:
7 (RESUME - 1:25 P.M.) 7 Q. And my question is, is that - does that
8 CHAIRMAN: 8 continue to be Newfoundland Power’ s position?
9 Q. Okay. Goahead, Ma am. 9 MS. PERRY:
10 MS. JOCELYN PERRY - EXAMINATION BY GREENE, Q.C.. 10 A. Yes,itis.
11 GREENE, Q.C.: 11 GREENE, Q.C.:
12 Q. Good afternoon, Ms. Perry. 12 Q. You'represently in the middle of year end for
13 MS. PERRY: 13 2012, and | expect you will be getting back to
14 A. Good afternoon. 14 it assoon asyour evidenceisover, but at
15 GREENE, Q.C.: 15 thispoint intime seeing that you must be
16 Q. Thefirst areathat | wanted to speak with you 16 well into your year end preparation for 2012,
17 about is your forecast that you used with 17 areyou aware as Chief Financial Officer of
18 respect to your Application. You filed the 18 any material change in any of the significant
19 Application on September 14th of 2011, isthat 19 inputsinto your 2012 forecast which would
20 correct? 20 materially impact your 2012 forecast and your
21 MS. PERRY: 21 2013 and 2014 test year forecasts that have
22 A. Yes, that iscorrect. 22 been filed with this proceeding?
23 GREENE, Q.C.: 23 MS. PERRY:
24 Q. Andat that timeyou provided a forecast of 24 A. No, I’'mnot aware of anything material, with
25 your 2013 and your 2014 test year requirement 25 the exception of the decrease in the discount
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1 rate as | referred to earlier with respect to 1 Rate Application, recognizing that general
2 the company’ s defined benefit pension plan and 2 rate proceedings usually happen every two to
3 its oPeEB plan, and | will also notethat I'm 3 three years, so the time span is certainly not
4 not sure of the impact because there's 4 long, and also recognizing that at any point
5 countering impacts to the discount rate with 5 intimein theintervening period, the Board
6 asset returns, but | haven’t had the privilege 6 can certainly call upon Newfoundland Power to
7 of actually looking at those numbers just yet. 7 filecost of capital evidenceif, in fact,
8 GREENE, Q.C.: 8 financial markets warranted such a change. So
9 Q. So withthe exception of that one issue, 9 our position is that the proposed cost of
10 you're not aware of a material changein any 10 equity in this proceeding would stick until
11 other of your significant cost categories, 11 the next general rate proceeding.
12 such as labour costs or operating costs? 12 GREENE, Q.C.:
13 MS. PERRY: 13 Q. Sointhat particular case, unlessthe Board
14 A. No, I'm not aware, no. 14 took some extraordinary action, it would
15 GREENE, Q.C.: 15 remain within the discretion of Newfoundland
16 Q. | wantedtotak toyou alittle bit about the 16 Power asto whento apply to readjust either
17 automatic adjustment formula, and | just 17 the return on equity or another - or rates, so
18 wanted to summarize what | understand is the 18 agenera rate application, is that how |
19 company’s position to ensure that 1've 19 understood your answer?
20 understood it correctly. Newfoundland Power’s |20 MS. PERRY:
21 position is that the formula should be 21 A. Yes, | would agreewith that, but again the
22 eliminated, not suspended for aperiod of 22 Board certainly would have the authority to
23 time, but completely eliminated? 23 call Newfoundland Power in at any time.
24 MS. PERRY: 24 GREENE, Q.C.:
25 A. Yes, our proposal was to discontinue. 25 Q. Intheinformation that’'s been filed with your
Page 170 Page 172
1 GREENE, Q.C.: 1 Application, there's an indication of a
2 Q. And! know you' ve talked alittle bit with Mr. 2 revenue shortfall for the company in 2015.
3 Johnson about this, but again not to till that 3 MS. PERRY:
4 ground again, | want to summarize what | took 4 A Yes
5 from someof that discussion, the primary 5 GREENE, Q.C.:
6 reason, as | understand it, isthe current 6 Q. When doyou -is that whenyou currently
7 unsettled financial market conditions, isthat 7 forecast reapplying to the Board for another
8 correct? 8 general rate proceeding?
9 MS. PERRY: 9 MS. PERRY:
10 A. Thatiscorrect, yes. 10 A. Socertainly if wecould goto CA-NP-398.
11 GREENE, QC:: 11 This RFI provides the company’sfive year
12 Q. | want totak a little bit now about what 12 financial forecast, and if you turn to page -
13 happens if there is no formula. The company’s 13 well, it'scaled 1 of 9, but it'spage3in
14 position is throw out the formula, we would go 14 the document, you'll notice that, yes, in
15 back to having no formula, back to prior to 15 2015, currently the company isforecasting a
16 1999, | believe. Inthefuture, if the Board 16 revenue shortfall of 4.4 millionin 2015.
17 agreed with the company’ s position, how would 17 KELLY, Q.C:
18 the ROE be changed in the future, the return 18 Q. | don’tthink we're quite on the right page.
19 on equity for the company? 19 MS. PERRY:
20 MS. PERRY: 20 A. Oh, sorry, sorry. Go on down, Chris.
21  A. Intheabsence of aformula, andin line with 21 KELLY, Q.C.
22 Newfoundland Power’s proposals, we' ve proposed 22 Q. Yougot theright page, just not down far
23 that the cost of equity asdetermined ina 23 enough. There we go.
24 General Rate Application would actually stay 24 MS. PERRY:
25 into effect until the company’s next General 25 A. So online 34, you'll notice that we are
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1 projecting arevenue shortfall of 4.4 in 2015, 1 of years and the status of the capital

2 and 7.6 in 2016. So as you can respect, the 2 markets, | would say that that mechanism

3 closer you get to that time period, the more 3 wouldn't necessarily do what it was intended
4 certain we'll become of our cost and the 4 to do, and hence why we've proposed to

5 revenues and any things that have happened 5 discontinue.

6 materially within that time period. So based 6 GREENE, Q.C.:

7 onthis, yes, it would look as if we're going 7 Q. Okay. Your concernis whenthe ROE should
8 tobe in front of the Board in 2015, but 8 increase, and what | would like to talk about

9 certainly that observation or final 9 first, and 1’'m goingto cometo the second
10 observation and determination will be made as 10 one, when the market conditions would indicate
11 we get closer to it, and it would be premature 11 that thereis adecrease, if thereis no
12 right now to say that - to confirm that it 12 formula, how would that issue of concern be
13 would be 2015, because many things can change |13 addressed from the company’ s perspective, how
14 by the time we get to the show. 14 should it be addressed?

15 GREENE, Q.C.: 15 MS. PERRY:

16 Q. Andin making the determination asto when to 16 A. Wdl, | think it'sfair to assume that the

17 file for aGeneral Rate Application, the 17 Board hasthe right to call upon Newfoundland
18 company looks at its forecast revenues, it 18 Power to provide cost of capital evidenceif
19 looks at the return on equity, and multiple 19 it feelsthat it'stheright time to review
20 factors, and makes that decision and will only 20 cost of capital for Newfoundland Power at any
21 apply generaly toincrease ratesto cover 21 time. Soif it wasviewed that the cost of
22 what are forecast shortfalls. Is that 22 equity was decreasing, and Newfoundland
23 generally the way that it occurs? 23 Power’ s equity should be decreasing aswell,
24 MS. PERRY: 24 then| think the Board does have ultimate
25 A. Yes, that's exactly how it happens. 25 authority to call Newfoundland Power in to

Page 174 Page 176

1 GREENE, Q.C.: 1 evaluate cost of capital.

2 Q. If there wereto be achangein the market 2 GREENE, Q.C.:

3 conditions such that the market would indicate 3 Q. Soit would beleft tothe Board - nothing

4 that the fair return for the company is 4 would be initiated by the company, in your
5 actually lower than what the Board setsin its 5 perspective?

6 order, do you think the Board should be 6 MS. PERRY:

7 concerned about whether there' s atrigger or a 7 A. | would have to be there to see the magnitude,
8 mechanism to ensurethat the utility comes 8 but I'm trying to envison atimewherewe'd
9 back to address what would be a lower rate of 9 comein for a lower cost of equity, but |

10 return? 10 guessiit could happen.

11 MS. PERRY: 11 GREENE, Q.C.:

12 A. lagreeinprinciple, and | guessthat’sthe 12 Q. Butgeneraly it would not be aninitiative

13 essence of what the formulawas providing from 13 taken by the company?

14 1998 until 2008. The trouble that | see with 14 MS. PERRY:

15 the mechanism isthat it may actually do the 15 A. Right.

16 opposite from what it should do. So we may be 16 GREENE, Q.C.:

17 in a time where a mechanism should be 17 Q. WE€Il comenow totheformulathat you have
18 signalling an increasein the rate of return 18 suggested that it be eliminated. Again |

19 for Newfoundland Power, and the mechanism may 19 don’'t want to review ground that Mr. Johnson
20 actually be signalling adecrease. So in 20 has covered, so I'll summarize my

21 principle, | agree that aformulawas meant to 21 understanding of Newfoundland Power’s
22 provide for regulatory efficiencies between 22 position. | understand that the company

23 test years and adjust the cost of capital for 23 believesthat the formulaworked relatively

24 changesin the financial markets. Given, | 24 well until 2008, isthat correct?

25 guess, what has transpired in the last couple 25 MS. PERRY:
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1 A. Thatiscorrect. 1 and that’ swhen the forecast cost of equity

2 GREENE, Q.C.: 2 was estimate at 8.38.

3 Q. Andthat the primary reason that the formula, 3 GREENE, Q.C.:

4 inyour view, did not work properly then was 4 Q. Yes andasl said, I'm not going to go down

5 primarily as aresult of the financial market 5 that road asto whether you believe it was

6 conditions with the abnormally low long Canada | 6 fair or not, butyou took no action, you

7 bond rates, is that correct? 7 accepted the 8.38 percent?

8 MS. PERRY: 8 MS. PERRY:

9 A. Thatiscorrect. 9 A. Exactly. andthen for 2012, the formulawas
10 GREENE, Q.C.: 10 indicating a cost of equity of 7.85, and then
11 Q. Andl asounderstand that with respect to 11 for '13, | believeit was 7.53, so, yes, 2012
12 2009, you did apply for a General Rate 12 and 2013.

13 Application and we had anew ROE set in 2010 13 GREENE, Q.C.:
14 for 2010 by the Board of 9 percent? 14 Q. And because of your view that 2012 ROE, as
15 MS. PERRY: 15 indicated by the formula, would produce an
16 A. Right, 9 percent, yes. 16 unjust or an unfair result, you applied to the
17 GREENE, Q.C.: 17 Board to suspend the operation of the formula
18 Q. l'won't gothrough that discussion whereyou 18 for 2012, isthat correct?
19 did not agree with Mr. Johnson that that was 19 MS. PERRY:
20 fair, that you left that to others, or with 20 A. Yes, that is correct.
21 respect to 2011, but generally Newfoundland 21 GREENE, Q.C:
22 Power did not take any action further with 22 Q. And that was approved by the Board.
23 respect to 9 percent or 8.38, and you also 23 MS. PERRY:
24 agreed, | believe, that your financia 24 A. Yes, for 2012, yes.
25 integrity was not impacted as aresult of 25 GREENE, Q.C.:

Page 178 Page 180

1 those decisions, is that correct? 1 Q. Soinlight of the history of where the

2 MS. PERRY: 2 formula has worked well or been suspended when

3 A. Thatiscorrect, yes. 3 it hasn't, | guess | wanted you to explain why

4 GREENE, Q.C.: 4 you want the formula totally eliminated as

5 Q. Soif the formulaworked relatively well, | 5 opposed to suspended in your Application, and

6 guessthefirst year, in your view, that it 6 asyou know, it has been suspended in other

7 didn't really work well was 2011, is that 7 jurisdictions rather than eliminated?

8 correct - for 2012, | should say. 8 MS. PERRY:

9 MS. PERRY: 9 A. Yes, andl do believeit's eliminated in
10 A. Andl believe itwassignaling a returnin 10 Alberta. I’'m not sure, but -

11 2009 that was lower than the return allowed by 11 GREENE, QC::

12 the Board at that time. 12 Q. It'sbeen suspended in Alberta.

13 GREENE, Q.C.: 13 MS. PERRY:

14 Q. Andthat’swhy you applied for the - 14 A. Yeah, okay. With respect to the discontinuing
15 MS. PERRY: 15 the formula versus suspending the formula, I'm
16 A. Right, yes. 16 not sure there’ s a big difference with it. |

17 GREENE, Q.C.: 17 think that - we're not against the formula,

18 Q. One of the principle reasons why you applied? 18 we're not against a formula in specific

19 MS. PERRY: 19 financial market conditions and we've said
20 A. Right, exactly. 20 that, that we believe that aformula can work
21 GREENE, Q.C. 21 in certain financial market conditions, but

22 Q. Andthen the next time would have been for 22 given that we are in current financial market
23 20127 23 conditions, discontinuing the formula until

24 MS. PERRY: 24 financial market conditions resume to pre 2008
25 A. Well, the formula actually operated for 2011, 25 where aformula can certainly be considered, |
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1 guessit’'sa- it'safinelinewith measto 1 MS. PERRY:
2 the difference between if we suspend it until 2 A. Wecertainly asked our experts their opinions,
3 then or discontinue it, because the Board can 3 and those opinions are on record. We looked
4 certainly at any point in time put it back on 4 to the one formulaor thetwo formulas that
5 the table for future consideration. So even 5 exist in Canada, because for the most part,
6 if it wereto be discontinued, the Board can 6 most of the formulas have been either
7 in its authority put the automatic adjustment 7 discontinued or suspended, but certainly we
8 formula back on the agendato be discussed in 8 did look at the oEB formula which is
9 the future when capital market conditions are 9 substantially what's proposed in this
10 more normal. 10 proceeding, and so - so there was nothing
11 GREENE, Q.C.: 11 that, | guess, rose to the surface with
12 Q. Coming to the formula, there have been changes |12 respect to satisfying that a valid
13 suggested to the formula. | understand 13 relationship actually exists between the two,
14 Newfoundland Power’s position to be that the 14 such that any movement between test years are
15 recommended changes by two independent |15 going to be areflection of autility’s cost
16 experts, onebeing Mr. MacDonald, and the 16 of capital, and | think that’s where we landed
17 other being Dr. Booth, are not acceptable, is 17 at the end of the day.
18 that correct? 18 (1:45p.m.)
19 MS. PERRY: 19 GREENE, Q.C::
20 A. Yes, | think that's correct. | mean, | 20 Q. Yousaidthat you asked your cost of capital
21 struggled with the operation of the formula 21 experts. What experts did you ask with respect
22 and trying to understand the workings of the 22 to modifications to the formula?
23 formula. | respect thefact that the two 23 MS. PERRY:
24 proposed formulas, giventhat they are two 24 A. That wouldbe Ms. McShaneand Dr. Vander
25 variable formulas, try to limit the impact on 25 Weide.
Page 182 Page 184
1 the movement in long Canada bond yields, but 1 GREENE, Q.C.:
2 I’'m still, 1 guess, not convinced that the 2 Q. Dr.Vander Weide has provided evidence that he
3 formulais going to - well, given that there’s 3 did not study areview of changesto the
4 alack of arelationship between the movement 4 formulaand had no position with respect to
5 in long Canada bond yields and that of a 5 the formula, that isontherecord. Did he
6 utility’ s cost of equity, that the formulais 6 provide evidence to Newfoundland Power that is
7 actually going to signal an appropriate return 7 not part of the record?
8 on equity for Newfoundland Power, even with 8 MS. PERRY:
9 thetwo variable formula. So tried inmy 9 A. No, just Ms. McShane provided the evidence.
10 direct tojust display someof the concerns 10 GREENE, Q.C.:
11 that we had, given that when bond yields 11 Q. | wouldliketo talk to you about the changes
12 should go up in one case, the return goesin a 12 suggested by Mr. MacDonald.
13 certain direction, but it doesn’t in the other 13 MS. PERRY:
14 formula. So it clearly shows that both of the 14 A Yes
15 formulas are signalling different things. So 15 GREENE, Q.C.:
16 the relationship between the long Canada bond 16 Q. Andduringdirect evidence, you did filean
17 movements and a utility’s cost of capital, | 17 exhibit called Jp-1and | wonder if we could
18 think, are mirrored in these formulas that are 18 bring that up, please, for a moment. | just
19 proposed. 19 wanted to look at thisvery briefly because
20 GREENE, Q.C. 20 you did take us through it and JP-1
21 Q. Did Newfoundland Power do any of its own |21 illustrates the change, assuming the base
22 analysis with respect to possible 22 forecast, 3.04 orthat is what the base
23 modifications or changesto the formulathat 23 forecast isand that iswhat isused inthe
24 it could suggest to the Board in its 24 formulato determine afair return for 2014,
25 Application? 25 if a formulawereto be used for 2014, you
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1 indicated what the current forecastis for 1 MS. PERRY:
2 2014 for the long Canada bond yields, is that 2 A. Yes | apologizefor that.
3 correct at the 2.59? 3 GREENE, Q.C.:
4 MS. PERRY: 4 Q. Sowethought it would be helpful to ensure
5 A. Yes,thatiscorrect. 5 that everyone understood this, what the
6 GREENE, Q.C.: 6 concernis, soif we canjust work our way
7 Q. Whichobviously isa 45 percent change and 7 through Jr-1(a) and this relates back to your
8 given one of Mr. MacDonald' s recommendations, 8 direct evidence whereyou talked about a 6
9 it isto adjust by half of that to 50 percent 9 basis point change, but the 6 basis point
10 change, so that’swhy we getto 23 percent 10 change you were talking about was really an
11 reduction there. And then in your next, the 11 additional reduction in the forecast for the
12 other suggested change by Mr. MacDonald isto 12 long Canada bond yield, isthat correct?
13 reflect achancein the utility bond spread, 13 MS. PERRY:
14 isthat correct? 14 A. Yes, it'sthedifference between the current
15 MS. PERRY: 15 consensus forecast and if that wereto be
16 A. Yes, thatiscorrect. 16 reduced just be 6 basis points, yes.
17 GREENE, Q.C. 17 GREENE, Q.C.
18 Q. Andinthisexamplethere’s no changein the 18 Q. Right. And I would like to point out here, at
19 bond spread, so the ROE does not get adjusted 19 the bottom of this exhibit, JP-1(a), thereis
20 by the formula as aresult of achangein the 20 areference you'll see at the bottom with the
21 utility bond spread. 21 asterisk, to the transcript and I’d liketo
22 MS. PERRY: 22 correct, wesay January 13th, but it was
23 A. Thatiscorrect. 23 actually January 10th. A mistake in the date
24 GREENE, Q.C.: 24 at the bottom in the footnote.
25 Q. Andwhen you therefore apply those changes, 25 o, in this particular case when we see
Page 186 Page 188
1 the reduction in the ROE would be .23, is that 1 that there is an additional changein the
2 correct? 2 forecast versus the base rate that would have
3 MS. PERRY: 3 been set for 2013, the change then indicated,
4 A. Yes, thatiscorrect. 4 as aresult of the change in the long Canada
5 GREENE, Q.C.: 5 bondyield isactually 51 basis points, is
6 Q. However, Mr. MacDonald has proposed a deadband 6 that correct? Isfifty one percent -
7 of 25 basis points, so in effect there would 7 MS. PERRY:
8 be no change in ROE if his recommended 8 A. Yes, yes-
9 proposals are accepted, is that correct? 9 GREENE, Q.C.:
10 MS. PERRY: 10 Q. - becauseit’'s2.53 instead of -
11  A. Thatiscorrect. 11 MS. PERRY:
12 GREENE, Q.C.: 12 A. Yes, that iscorrect.
13 Q. Andwhat | would like to do now isto file an 13 GREENE, Q.C.:
14 additional exhibit where it has been 14 Q. So, of course, thistimethey proposeis that
15 distributed to the parties, for ease of 15 we take 50 percent of that, that the co-
16 referenceit’s been called exhibit Jr-1(a), 16 efficient adjustment reduces from .8 where it
17 because | believe in your direct evidence, Ms. 17 currently now isin the formulato .5?
18 Perry, you went on to describe what a 6 basis 18 MS. PERRY:
19 point change would be. 19 A. Thatiscorrect, yes.
20 MS. PERRY: 20 GREENE, Q.C.:
21 A. Yes, | did. 21 Q. Okay. Andagain, we have no change inthe
22 GREENE, Q.C.. 22 utility bond spread as you showed on Jp-1.
23 Q. Andwefind it alittle confusing in following 23 MS. PERRY:
24 your direct and then actually reviewing the 24 A, Yes
25 transcript. 25 GREENE, Q.C.:
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1 Q. This time, however, the increase or the 1 proposed change for the--adjusting the co-

2 decrease, | should say, is 26 percent whichis 2 efficient to .5 and adding on a credit spread

3 above Mr. MacDonald' s deadband. So, in fact, 3 adjustment. So we wanted to explore with you

4 there would be a reduction in the 2014 ROE for 4 the exact nature of your concern, does it

5 Newfoundland Power, isthat correct? 5 relateto the deadband? Let'sstart with

6 MS. PERRY: 6 that.

7 A. Yes, from 8.91 to 8.65 percent, yes. 7 MS. PERRY:

8 GREENE, Q.C.: 8 A. No, it'sless about the deadband, on the

9 Q. AndI'm goingtocome back to your concern 9 operation of adeadband. It'smore--I think
10 with how it worked in that situation, but 10 it comes back more to the pure relationship of
11 before | do that, | wanted to go through your 11 the movement of long Canada bond yields and
12 other example you had used inyour direct, 12 that of the utility’ s forecast cost of equity
13 whichisinstead of areductionin thelong 13 and in this particular example, you're ina
14 Canadabond yield, we had anincrease. So 14 situation where if bond yields decrease by 6
15 here we have filed exhibit Jp-1(b) whichis 15 basis points, by 6 basis points, the utility’s
16 just to set out what you had described in your 16 cost of equity reduces by 20.26 percent, so it
17 direct evidence. And hereyou are talking 17 goesfrom 8.91to 8.65, just by a6 basis
18 about an increase inthe long Canada bond 18 point drop.
19 yield verses the current forecast and you used 19 GREENE, Q.C.:
20 an increase of 75 basis points. 20 Q. Butwhenyou say that, isn’'tit actually 51
21 MS.PERRY: 21 basis points because it'sa change from what
22  A. Yes. 22 the base was used in the formula, verses where
23 GREENE, Q.C.: 23 the forecast is, soit'snot a6 basis point
24 Q. Sohere wesee whenyou apply that in the 24 change, it'sa 51 basis point change in the
25 formula, the base forecast obviously is still 25 forecast long Canada bond rate from what was

Page 190 Page 192

1 the same, 3.04, the current forecast, however, 1 used to set the base.

2 has now increased from what we saw in your Jr- 2 MS. PERRY:

3 1 by 75 basispoints. The differencein the 3 A. The-l will take thisslow becausel know

4 forecast long Canada bond yieldsis .030 or 30 4 we'retrying to explainthe numbers. The

5 basis pointsand if the--and actually Dr. 5 example that | had given was if nothing

6 Booth made the same proposal as Mr. MacDonald 6 changesin the financial market conditions, if

7 in this regard that you would adjust based on 7 nothing changes, then it's reasonable to

8 half of that; in other words, we reduce the 8 assume that the long--the consensus forecast

9 co-efficient adjustment from .8 to .5, we see 9 would remain the same, so there would be no
10 that the reduction there--or sorry, the 10 change in the forecast long Canada bond yield
11 increase there would be 15 basis points, there 11 if nothing changes in the market, sothe2. 59
12 would be again no change in the utility bond 12 should hold. The2.59 should hold. Now
13 spread and here because thereis, it' swithin 13 compare that 2.59 to the base forecast that’s
14 the deadband, you would have no change. So 14 in Mr. MacDonad's formula, so if the
15 instead of reducing to 8.91 to reflect that 15 consensus forecast changes by only .06 or 6
16 increase, there would be no change, it would 16 basis points, which is not much and certainly
17 remain at 8.91 and you would not get an 17 one could argue it's no change in the
18 increase because the current forecast had gone 18 financial markets, it actually would signal a
19 up, isthat correct? 19 reduction in our cost of equity. Nothing has
20 MS. PERRY: 20 changed; whereas in the second example, again,
21  A. Thatiscorrect, yes. 21 we're now saying we're going to be changing,
22 GREENE, Q.C.. 22 so thelong Canadabond yields are actually
23 Q. Soyour concern seemsto be around the--isiit 23 going toincrease by .75 percent and compare
24 around the deadband of the 25 basis points and 24 that then to the base, we actualy stay at
25 what is your position with respect to the 25 8.91. So inone casethelong Canadabonds
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1 are moving substantially from where they are 1 forward looking is 3.04, the consensus

2 today, which would signal that the financial 2 forecast is saying 3.--2.59. | think thisis

3 markets are changing, but yet it’snot doing 3 exactly my point. | believe the parametersin

4 anything for the utility’s cost of equity, but 4 the formula are not necessarily apples and

5 back to the first example in Jr-1(a), you have 5 apples.

6 adituation wherevery littleis changing, 6 GREENE, Q.C.:

7 only theforecast consensus bondyield is 7 Q. Okay.

8 moving by 6 basis pointsand the utility’s 8 MS. PERRY:

9 cost of equity drops form 8.91 to 8.68. So as 9 A. Becauseif financia market conditions do not
10 | said, | think thewords | used was it 10 change from where they are today, it is quite
11 appears unbalanced and the relationship 11 reasonable to assume that the consensus
12 between the movements of long Canada bond |12 forecast for long Canada bond yields will
13 yields from where they are today are not quite 13 remain at 2.59 and that number will be
14 clear in termsof what the formulas are 14 compared to 3.04, right? And that then will
15 indicating. 15 precipitate a decrease in Newfoundland Power’s
16 GREENE, Q.C.: 16 cost of equity when there' s been no changein
17 Q. Butwhenyou look at the formula, you apply 17 the market and | guessthat’s probably the
18 the formula, you don’t look at it asto where 18 flaw that | seein the formula.

19 you were when you werein the last rate case, 19 GREENE, Q.C.:

20 you look at what the current forecast is, so 20 Q. Sowe'veaready had adiscussion earlier with

21 when youlook at 1(a) you actually see a 21 Mr. Johnson that both Ontario and in Quebec

22 change, you see afurther reduction, it’s 50 22 they did adjust the formula by both the 50

23 basis points. So when you go, you' re looking 23 percent--adjusting the co-efficient adjustment

24 at it into the future and you’ re saying, okay, 24 to .5 and adding the utility credit spread, so

25 there’'sa 50 basis point spread between what 25 you have expressed your view that that would
Page 194 Page 196

1 we--51 basis points between what was used to 1 not be acceptable to Newfoundland Power, to

2 set the rates and where it is now when we're 2 the company, as proposed changes to the

3 forward looking. Sothat’s the trouble that 3 formulaeven though it hasbeen adopted in

4 we're having when you're comparingitto a 4 other jurisdictions?

5 current forecast now when the formulatalks 5 MS. PERRY:

6 about the future and you look at the forecast 6 A. Yes that's our position. The50 percent

7 at the point in time that you' re setting it, 7 certainly is alower co-efficient than the 80

8 so when you look at it and you have a51 basis 8 percent, sothe relationship between long

9 point reduction and thereis a--half of that 9 Canada bond yields and the utility’s cost of
10 roughly goes as areduction in your ROE and 10 equity isreduced in the formula, but | guess
11 how the formula worksto meit did not seem 11 the essence of what isthat relationshipis
12 unreasonable. 12 till not clear, | guess, to usandit is
13 MS. PERRY: 13 possible that thisformulacould produce an
14 A. Sol’'ve spenta bit of timeon this, just 14 unfair return for Newfoundland Power and as
15 trying to figure out the operation of the 15 much aswe enjoy coming back here to debate
16 formulaand what | deduced is the consensus 16 cost of capital, you know, to look forward and
17 forecast for long Canada bondsthat we're 17 tothink about havingto fileagain inthe
18 using in the formula, the 2.59, isaforward 18 fall, based on this analysisright here, it's
19 looking estimate over a30 year long Canada 19 quite possible that we could very well have to
20 bond yield. The basisupon which cost of 20 dothat. Sol think from our perspective we
21 equity isdetermined in arate proceeding isa 21 haven’t been convinced that the relationship
22 forward looking long Canada bond yield. The 22 isthere and that the relationship is going to
23 two are done under different methods and there |23 hold such that the formula actually yieldsa
24 are two different numbersthat will come out 24 fair return, and so that’s why we' ve just not-
25 of that, so Mr. MacDonald is saying that the 25 -we proposed tonot go forward with the
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1 formula. 1 changein utility’s cost of capital and there
2 GREENE, Q.C.: 2 was 100 basis points change, which | would
3 Q. With respect to another proposal of Mr. 3 consider material, that having a trigger to
4 MacDonald you did not comment on it, the first 4 consider arate case could be plausible. I'm
5 recommendation, was that there should be a 5 just trying to think, | guess, of a situation
6 trigger that if the formula produced a 6 whereit’'slogical that let’s say the cost of
7 material change of 100 basis pointsup or 7 equity isincreasing and it has increased
8 down, that that would be material enough that 8 across the country in that would we ever bein
9 a general rate application should be 9 a situation where we' re having to file cost of
10 triggered, do you agree with that 10 capital whenthere’'s no rea concern that
11 recommendation? It would addressthe concern |11 Newfoundland Power’s cost of capital is out of
12 we talked about earlier if the capital market 12 step, so given I’'m not  sure what the formula
13 conditions change so that the ROE should be 13 would produce, I'm just not sure that we would
14 reduced. 14 or would not be out of step with appropriate
15 MS. PERRY: 15 cost of equities.
16 A. | suspect that it's quite possible we would be 16 GREENE, Q.C.:
17 inor called in beforethat 100 basis point 17 Q. AndI guesswe're not concerned so much about
18 should occur, but | don’'t have any principle 18 the cost of equity, the marketsindicating an
19 problem, | guess with that 100 basis paints. 19 increase because obviously the utility then
20 GREENE, Q.C. 20 probably would be back looking for the
21 Q. Doyou agreewith the 100 basis points or do 21 increase. The concern would beif the cost of
22 you think it should be lower, say 50 or 75 22 equity is actually declining in the
23 basis points? 23 marketplace and a formulawould indicate that
24 MS. PERRY: 24 your ROE should be lower than what was |ast
25  A. | think given that I'm not convinced that a 25 allowed, do you think atrigger then would be
Page 198 Page 200
1 formulais actually theway to proceed in 1 helpful or that you would know when the Board
2 terms of estimating the cost of capital, | 2 would expect you to come back?
3 haven't actually put my mind around that if 3 MS. PERRY:
4 the formula wereto proceed, would the 100 4 A. S0 | understand the question, so if
5 make sense or would the 75 make sense, | 5 Newfoundland Power’s ROE wereto decline by
6 haven't really done that full analysis. 6 100 basis pointsfrom whereit's set, then
7 GREENE, Q.C:: 7 that would be a trigger upon which
8 Q. If the Board were to determine that a--accept 8 Newfoundland Power would have to comein a
9 Newfoundland Power's position and that a 9 file arate case.
10 formulawould not be used to determine the 10 GREENE, Q.C.:
11 fair return on equity and between rate cases, 11 Q. Assuming that everything else remains the
12 how about if there was--if the formula was 12 same.
13 used to determine whether a rate case should 13 MS. PERRY:
14 be triggered? Y ou have mentioned before the 14 A. | suspect that would not be problematic, yes.
15 Board could at any time, if the capital market 15 (2:00 p.m.)
16 conditions change, so the ROE reduces, they 16 GREENE, Q.C.:
17 could ask Newfoundland Power to come in, would 17 Q. Withrespectto if thereisto be aformula
18 it give Newfoundland Power alevel of comfort 18 and | asked you about the deadband of the 25
19 if there were parameters around when that 19 basis points, you said it wasn’t that that you
20 would occur, such asatrigger of 100 basis 20 disagree with. So do you accept that there
21 points? So don’t useit to set your ROE, use 21 should be arange where thereis no change
22 it to determine whether there’sa rate case 22 unlessthereis what | will call amateria
23 triggered. 23 changein the ROE and is 25 basis points that
24 MS. PERRY: 24 correct materiality level?
25  A. |think certainly that if there was amaterial 25 MS. PERRY:
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1 A Ifl could explainthe situation today or 1 we filed and by the time wereceived the
2 based on the previous formula, where we're 2 order, we were midway through 2012. Soif we
3 actually regulated by rate of return on rate 3 had aformulathat produced an unfair return
4 base, theway the formula operates today is 4 or aformulathat precipitated a change, it's
5 that our return on the forecast cost of equity 5 probably not alot different than where we are
6 can change. That'sthen applied to the range 6 today.
7 of return on rate base and unlesswe fall 7 GREENE, Q.C.:
8 outside the range of return onrate base, 8 Q. Soyoudon't seeadifferencein the timing?
9 there may or may not be achange in customer 9 MS. PERRY:
10 rates because of the change in the cost of 10 A. Notright now I don't, no.
11 equity. So today we currently do have that 11 GREENE, Q.C.:
12 deadband within the range of return on rate 12 Q. Okay. Movingonto another topic whichis
13 base. So certainly not against the - 13 deferral accounts. You are proposing in this
14 GREENE, Q.C.: 14 application anumber of deferral accounts that
15 Q. Sothereisamateriaity trigger | will call 15 have athree-year recovery period and | won’t
16 it that you would agree with? 16 go through each of those, but they’re clearly
17 MS. PERRY: 17 laid outin your application. Sowith a
18 A. Yeah, and| believe it'saround 37 basis 18 three-year recovery rate, they will generally
19 points today. 19 berecovered at the end of 2015. Is that
20 GREENE, Q.C.: 20 correct?
21 Q. Okay. Sorry, I’'m getting a question from the 21 MS.PERRY:
22 back of the room with -- again, I'll ask -- 22 A. Thatiscorrect, yes.
23 the question is phrased in terms of "if there 23 GREENE, Q.C.
24 isno formulaona go-forward basis so the 24 Q. So if Newfoundland Power doesn't file a
25 Board accepts Newfoundland Power’ s application |25 general rate proceeding to address rates for
Page 202 Page 204
1 in that regard and the market rates were 1 2015, what happens with the amount that’ s now
2 declining, would regulatory lag be a problem 2 included in the revenue requirement to recover
3 for the Board?" 3 the amounts required for those deferra
4 MS. PERRY: 4 accounts?
5 A. Canyou repeat that, Ms. Greene? Sorry. 5 MS. PERRY:
6 GREENE, Q.C.: 6 A. Wadll, I think anytime where we' re amortizing
7 Q. We'retaking about the situation where we 7 certain accounts, a part of how we -- or when
8 will have no formula on a go-forward basis and 8 we determine the amortization period, the
9 we're talking about when the market rates are 9 proposed amortization period, we do look at
10 declining, wouldn't a regulatory lag be a 10 the impact that that’s going to have onus
11 problem for the Board if we don't have a 11 over acertain period of time because it
12 formula? That by thetime that the Board 12 wouldn’t be very strategic to amortizeit all
13 actually determined that you would comein, 13 inone year and then the next year be left
14 there would be alag because - 14 with a significant revenue shortfall or in the
15 MS. PERRY: 15 opposite direction. So when | look at CA-NP-
16 A. Yeah, |- 16 398, whichis our five-year forecast, the
17 GREENE, Q.C.: 17 deferrals are obviously included in that
18 Q. It'saquestion of the lag and the impact that 18 forecast that we presented and when you look
19 has. 19 out to 2016, we're currently estimating an
20 MS. PERRY: 20 over seven million dollar shortfall.
21 A. | think that would exist today. If we wereto 21 GREENE, Q.C.:
22 base the formula upon a consensus forecast in 22 Q. Would you like to bring that up?
23 November, as we do today, by the time we get 23 MS. PERRY:
24 to November, as we did in 2012, we were 24 A. Wecertainly can,yes. 7.6 million dollar
25 subject to regulatory lag because by the time 25 shortfall. And so even with those deferrals
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1 included in the revenue requirement, 1 with the expiring of those amortizations,
2 Newfoundland Power is projecting a 7.6 million 2 we'restill ina revenue shortfall position.
3 dollar shortfall. So whilethat’sin revenue 3 | certainly think it's a consideration of the
4 requirement, we are obviously experiencing 4 Board.
5 some other cost increases because that’ s just 5 GREENE, Q.C.:
6 oneof our costs, and in total, we're ina 6 Q. | wantedto next touch briefly on credit
7 shortfall position. So without the deferrals, 7 metrics. | did have some questions that have
8 the amortization of the deferralsincluded in 8 been addressed by Mr. Johnson and again, just
9 rates, that shortfall would belarger than 9 to summarize what | understand your position
10 that. So I think, again as we get closer to 10 is with Mr. Johnson. | believe you
11 the "15and '16, we will be making those 11 acknowledge that with both the proposed rates
12 observations about whether or not we can 12 for 2013 and ' 14 and your existing rates, you
13 actually guide our way through 15, but it’s 13 would be within the range established and he
14 looking highly likely that we will bein here 14 took you through the Moody’s range with
15 for ' 16. 15 respect to debt ratings. Isthat correct?
16 GREENE, Q.C.: 16 MS. PERRY:
17 Q. Soif you'renot back in’16, what happensis 17 A. Yes, that iscorrect.
18 you will gtill be collecting from customers 18 GREENE, Q.C.:
19 the amounts that are included in your test 19 Q. | believeyou indicated you would be at the
20 year revenue requirement for the deferral 20 low end of therange, but still within the
21 accounts and it will part of the mix and used 21 range that Moody’s has allowed for your
22 to offset other increases in costs because you 22 current credit rating. Is that correct? So
23 will have aready recovered what you should 23 it'sunlikely you would be downgraded?
24 have recovered for those costs, such asthe 24 MS. PERRY:
25 hearing cost, for example? Isthat correct? 25 A. Sosorry, Ms. Greene, and that’sfor which
Page 206 Page 208
1 MS. PERRY: 1 particular year?
2 A. And that'sa fair observation, and that's 2 GREENE, Q.C.:
3 certainly consistent with how previous 3 Q. Whenyoulook at the current existing rates,
4 amortizations have been included in the past, 4 which has incorporated 8.38 percent, and then
5 from past rate orders, yes. 5 your proposed, particularly 2012, 2013 and
6 GREENE, Q.C.: 6 even Mr. Johnson took you to 2014. We can
7 Q. Haveyou considered whether there should be 7 take -- call up your Exhibit 3, if you like.
8 some form of mechanism or processput in place | 8 MS. PERRY:
9 to deal with the closure of deferral accounts 9 A. Yeah. No, | will agreethat on Exhibit 3, if
10 other than a general rate application? 10 we could go to Exhibit 3, and looking at 2012,
11 MS. PERRY: 11 which is our current -- was that the question,
12 A. No, andthe biggest reasonis| believethe 12 Ms. Greene, the 2012 or isit 20137
13 shortfall that we're actually looking at, it's 13 GREENE, Q.C.:
14 oneof many of our costs and right now it 14 Q. It'sasoactualy 13 and'14.
15 looks asif we're not going tobe in a 15 MS. PERRY:
16 position to have the opportunity to earn our 16 A. Oh,’13and’14.
17 return, so no, we didn’'t bring forward any 17 GREENE, Q.C.:
18 proposal with respect to the end of the 18 Q. | understand where Mr. Johnson and you had a
19 amortization period, those deferrals. And | 19 discussion that you also -- that you
20 do believe that it' sworthy for the Board to 20 acknowledge that even for 13 and ' 14, you're
21 consider the impact of the end of the 21 pretty much still within the range, abeit at
22 amortization period, butin the context of 22 the low end of the range with respect to the
23 what we'relooking at on CA-NP-398, | think 23 existing rates?
24 it's -- that it's fair that Newfoundland 24 MS. PERRY:
25 Power’s costs areincreasing and that even 25 A. Sointermsof what Moody’s has indicated that
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1 supportsthe rating isa CFOto interest, 1 2.5range. ThecFoto interest wasat 3.4 and
2 whichison line 38, of low threetimes. So 2 thecFoto debt wasat 17.6. And so to be
3 we're at three. And then the cFo to debt of 3 showing some things -- and those are within
4 15to0 17. So we're actualy below on that one 4 therange asindicated by Moody’sfor this
5 metric. 5 rating. Soto be declining metrics with a
6 GREENE, Q.C.: 6 6.89 percent regulated return on equity, |
7 Q. AndI believe Mr. Johnson took you to where 7 would have concerns that they would view that
8 they said low teens and there was a discussion 8 as areason to reevaluate our credit.
9 as to whether 13 was alow teen. 9 GREENE, Q.C.:
10 MS. PERRY: 10 Q. Why do you usecredit metrics? | probably
11 A. Fair. 11 should have started with that question first.
12 GREENE, Q.C.: 12 Why do wetalk about credit metrics?
13 Q. And what my question is: you expressed a 13 MS. PERRY:
14 concern about what it meant to be at the low 14  A. Sobond holders or credit rating agencies are
15 end of the range, and | wanted you to explain 15 trying to understand and display the risk for
16 what is the significance for you and why it is 16 abond holder. So cash flows seem to be the
17 of concern to you. If you're still within the 17 trump with respect to how much cash flows are
18 range, why are you concerned that you are at 18 available to pay the fixed cost of the
19 the low end of the range? 19 utility, and so credit rating agencies apply
20 (2:15p.m.) 20 credit metrics as guidance where companies
21 MS.PERRY: 21 should be for certain ratings. DBRS are not
22 A. Sowhenyou look at the metrics, Moody’s has 22 as specific asMoody’s, but even DBRS will
23 indicated that we are already lower than our 23 monitor and report our credit metrics, because
24 peers and to support the metrics -- to support 24 | think it s the financial benchmark asto how
25 the credit rating, sorry, it'slow threes. 25 we are compared to others, to display the
Page 210 Page 212
1 We'reat three. And it's between 15 and 17 1 amount of cash flow we have to cover off the
2 and we're actually below. Soin terms of the 2 interest costs. So they’re important because
3 ranges that they’ veindicated to support the 3 they’ re important to the debt rating agencies.
4 rating, we're moving one side. We're very 4 GREENE, Q.C.:
5 close to the bottom. But that’ s combined with 5 Q. Andthey measureyour financial performance
6 the fact that Newfoundland Power is, in this 6 which is thenused by the credit rating
7 instance, earning a regulated return on equity 7 agencies to determine what your credit rating
8 of 6.89 percent. So, | look at metrics, but 8 isfor debt?
9 then 1 look at other observations of the 9 MS. PERRY:
10 Board, which | would have to then relay to the 10 A. Yes, absolutely.
11 credit rating agencies, and | look at this 11 GREENE, Q.C.:
12 situation of saying is earning a 6.89 percent 12 Q. Okay. Thelast areaof questioning relate to
13 allowed return on equity something that will 13 a coupleof -- well, first, a regulatory
14 precipitate a reevaluation by Moody’s about 14 reporting matter. Right now, Newfoundland
15 the regulatory support in thisjurisdiction, 15 Power files annually acurtailable service
16 given that the 6.89 is considerably below -- 16 option report and a conservation demand
17 considerably below thereturnsin Canadain 17 management report as part of the requirements
18 particular. 18 coming from Order No. P.U. 7 from 1996 to
19 So that combined with the metrics, | 19 1997. Isthat correct, Ms. Perry?
20 mean, failing metrics, declining metrics are 20 MS. PERRY:
21 not something that you want to be coming out 21  A. Thatiscorrect, yes.
22 of ageneral rate proceeding with. Y ou know, 22 GREENE, Q.C.
23 when we left here the last time, in 2009 for 23 Q. DoesNewfoundland Power seeany regulatory
24 2010, these metrics were more like the 24 efficiency with respect to combining both of
25 interest coverage which isonline 37, 2.4, 25 those reports into one report under
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1 conservation demand management? 1 GREENE, Q.C.
2 MS. PERRY: 2 Q. And-
3 A Yes | would say that that would be in the 3 MS. PERRY:
4 direction of regulatory efficiency and we've 4 A. Sorry, it's not paid by the Industria
5 looked at that and we would have no problem 5 Customers of Newfoundland Power’ s customers,
6 with combining those two reports. 6 yes.
7 GREENE, Q.C.: 7 GREENE, Q.C.
8 Q. Thelast topic that | wanted to speak about is 8 Q. I'm sorry, right, Newfoundland Power's
9 with respect to the rural subsidy and perhaps 9 customers. And you include that as part of
10 -- or rural deficit. 1 wonder if you could 10 your revenue requirement to recover from your
11 indicate or first explain to people what is 11 customers, is that correct.
12 the rural subsidy or rural deficit? 12 MS. PERRY:
13 MS. PERRY: 13 A. Yes, that iscorrect.
14 A, Wdl, certainly the rural deficit isnot new 14 GREENE, Q.C.
15 and not totally unique to Newfoundland, but it 15 Q. l'wonder if we could scroll up to see the
16 substantially refersto the cost of providing 16 question, please. So, the question referred
17 electricity to the more remote places on the 17 tothe cost of service study that had been
18 Idand and the cost to provide that 18 filed which was a 2011 cost of service study
19 electricity isout of sync with the revenue 19 and the question was to provide a table
20 that you’ re getting from those remote aress. 20 showing the percentage of revenued derived
21 And | believe there was certainly substantial 21 from each customer classin 2011 attributable
22 discussions and even arural rate review asto 22 to the rural subsidy and forecast for 13 and
23 the appropriateness of how this subsidy should 23 14. When you look down to the answer, first |
24 be handled or this deficit should be handled. 24 wanted you to confirm that what was used for
25 Should it be handled via the government 25 the table was what was used in Hydro’'s 2007
Page 214 Page 216
1 through a subsidy or would it beincluded in 1 test year which was the last test year that we
2 Newfoundland Power’srates and that there 2 havefor Hydroand at that timeitwas 36
3 would be uniform rates across the Island, for 3 million dollars, is that correct?
4 the most part. And from my reading as to what 4 MS. PERRY:
5 happened back in 1995 and onwardsis that ship 5 A. Thatiscorrect, yes.
6 has sailed with respect to government policy 6 GREENE, Q.C.
7 with respect to the shortfallsthat we're 7 Q. So, assuming that forecast for the rural
8 seeing in those areas, which are the isolated 8 subsidy, the answer there isthat based on
9 communities in  Newfoundland, the 9 that subsidy requirement of 36 million
10 interconnected for Newfoundland, the isolated 10 dollars, the percentage of your revenue
11 in Labrador and | believeis L’ ance au Loup. 11 requirement for 2013 is approximately 6. 1
12 GREENE, Q.C. 12 percent for adomestic customer, is that
13 Q. Okay. So, the Board ask an RFI on thisand | 13 correct?
14 was wondering if we could bring up PUB NP 49. 14 MS. PERRY:
15 S0, these are customers of Newfoundland Hydro |15 A. Yes, that is correct.
16 - 16 GREENE, Q.C.
17 MS. PERRY: 17 Q. Okay. Areyou familiar with Hydro’s current
18 A. Yes 18 forecast for the rural subsidy?
19 GREENE, Q.C. 19 MS. PERRY:
20 Q. -thatdo not pay thefull cost of service, 20 A. Yes | am.
21 and that shortfall or subsidy is in, as a 21 GREENE, Q.C.
22 matter of policy, paid for by al other 22 Q. Andwould you be ableto tell the Board what
23 customers, is that correct? 23 the subsidy was for 20117
24 MS. PERRY: 24 MS. PERRY:
25 A. Thatiscorrect, yes. 25 A. Intotal the subsidy for 2011 was 49 million
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Page 217 Page 219

1 of which Newfoundland power paysaround 90 |1 Upon conclusion at 2:25 p.m.
2 percent of the deficit; Labrador
3 Interconnected pays the remaining ten. And my
4 understanding is from that report that was
5 filed in April by Hydro that the rural deficit
6 isrising to 66 million in 2013.
7 GREENE, Q.C.
8 Q. So,if Hydroweretofilearate casein 2013
9 with a two thousand (sic.) test year, the

10 amount of therura subsidy would be 66

11 million, based on the forecast that they have

12 filed.

13 MS. PERRY:

14 A, Wetake about 90 percent of that, so around 60

15 million and that 60 million would translate

16 into around 8.5 percent of our rates.

17 GREENE, Q.C.

18 Q. Andyouwould passthat on when you do your

19 flow through through the energy supply costs

20 after Hdyro' srate case, isthat correct?

21 MS. PERRY:

22 A. Yes, that iscorrect.

23 GREENE, Q.C.

24 Q. Andyou just mentioned, | believe, that that

25 roughly then would increase the percentage of

Page 218 Page 220

1 adomestic customer fromthe 6.1 percent to 1 CERTIFICATE
2 8.5 percent, isthat correct? 2 I, Judy Moss, do hereby that the foregoing is
3 MS. PERRY: 3 atrueand correct transcript of ahearing in the
4 A. Yes, the 6.1 percent here isbased o011 4  matter of Newfoundland Power Inc.’s General Rate
5 revenues. So that 6.1, if you were to convert 5  Application heard on the 15th day of January, 2013
6 that into 2013's proposed revenue, it is 6 a the officesof the Board of Commissioners of
7 around 5 percent because revenue is higher, so 7  Public Utilities, St. John's, Newfoundland and
8 the percentage of the deficit to the revenue 8  Labrador and was transcribed by me to the best of
9 islower. So, for comparing like for like, 9  my ability by means of a sound apparatus.

10 it's basicaly fromfive to about 8 1/ 2 10 Dated at St. John's, NL this

11 percent. 11 14th day of January, 2013

12 GREENE, Q.C. 12 Judy Moss

13 Q. Okay. And those conclude my questionsfor Ms. 13  Discoveries Unlimited Inc.

14 Perry. Thank you, Ms. Perry.

15 MS. PERRY:

16  A. Thank you.

17 CHAIRMAN:

18 Q. So, any questions here? Yes, we're going to

19 hold off until you finish off tomorrow, Mr.

20 Johnson.

21 MR. JOHNSON:

22 Q. Sure

23 CHAIRMAN:

24 Q. So,we're back at 9:00 now, arewe? Okay,

25 we'll adjourn.
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